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INCOME  TAX  PRIMER 


RETURNS 

1.  Am  I Required  to  Render  a Personal  Income  Tax 
Return  for  the  Year  1917? 

Yes,  if  unmarried  and  your  net  income  for  that  year  equals 
or  exceeds  $1,000.  If  you  are  married  no  return  is  required 
unless  your  net  income,  including  that  of  your  husband  or 
wife,  equals  or  exceeds  $2,000. 

If  you  act  as  the  guardian  of  a minor  or  incompetent  person, 
or  as  the  administrator,  executor,  or  trustee  of  an  estate  or 
trust,  a return  will  be  required  of  you  for  and  in  behalf  of  your 
ward,  or  the  estate  or  trust  for  which  you  act,  if  the  conditions 
outlined  under  the  head  of  “Fiduciaries”,  as  requiring  a 
return,  are  present  in  your  case. 

2.  Where  Should  My  Personal  Return  for  the  Year  1917 
be  Filed? 

Section  8 (a)  of  the  Act  of  September  8,  1916,  provides  that 
your  return  may  be  filed  with  the  Collector  of  Internal  Revenue 
for  the  district  in  which  you  have  your  legal  residence  or  prin- 
cipal place  of  business.  If  your  legal  residence  is  located  in 
one  Collection  District  and  your  principal  place  of  business  in 
another,  it  is  optional  with  which  Collector  your  return  shall  be 
filed;  but  for  administrative  reasons  the  Commissioner  of 
Internal  Revenue  desires  that  it  be  filed  with  the  Collector  of 
the  District  in  which  your  legal  residence  is  located. 

3.  When  May  My  1917  Return  be  Filed  with  a Collector 
of  Internal  Revenue? 

On  any  day  after  December  31,  1917,  but  not  later  than 
March  1,  1918. 


Reprinted  from  a mimeographed  copy  issued  by  the  Internal  Revenue  Bureau, 
December  15,  1917. 


4.  Will  Failure  to  File  My  Return  Within  the  Time  Pre- 
scribed by  Law  Render  Me  Liable  to  Any  Penalty? 

Yes.  Under  the  provisions  of  Section  18  of  the  Act  of 
September  8,  1916,  as  amended,  you  will  be  liable  to  a specific 
penalty  of  not  less  than  $20  nor  more  than  $1,000  if  you  fail 
to  have  your  1917  return  in  the  office  of  the  Collector  of 
Internal  Revenue  for  your  District  before  the  close  of  business 
on  March  1,  1918;  and,  under  the  provisions  of  Section  3176, 
Revised  Statutes,  you  will  also  be  liable  to  50  per  cent,  addi- 
tional tax. 

Therefore,  you  should  use  extreme  care  to  see  that  your 
return  is  placed  in  the  mails  in  ample  time  to  reach  the  office 
of  your  Collector  before  the  close  of  business  March  1,  1918. 

5.  May  an  Extension  of  Time  Beyond  March  1,  1918,  be 
Obtained  for  the  Filing  of  My  1917  Return? 

Yes.  If,  on  account  of  illness  or  absence  from  home,  you 
are  unable  to  render  your  return  within  the  time  prescribed  by 
law,  you  may  obtain  an  extension  of  thirty  days  if  a request 
therefor  is  filed  with  the  Collector  of  your  District  before  the 
due  date  of  the  return.  (See  Section  3176,  Revised  Statutes.) 
In  this  request  you  must  state  the  reason  why  the  return  can- 
not be  filed  within  the  time  prescribed  by  law. 

Collectors  of  Internal  Revenue  are  not  authorized  to  grant 
extensions  of  more  than  thirty  days,  but  the  Commissioner  of 
Internal  Revenue  has  authority  under  the  provisions  of  Section 
14  (c)  of  the  Act  of  September  8,  1916,  to  grant  a reasonable 
extension  beyond  thirty  days  in  meritorious  cases.  If  you  desire 
an  extension  of  more  than  thirty  days  your  request  should  be 
addressed  to  the  Commissioner  and  should  contain  a detailed 
statement  covering  the  reasons  which  make  it  impossible  for 
you  to  file  your  return  on  or  before  March  1. 

6.  Would  a Personal  Return  Rendered  by  an  Agent,  for 
and  in  My  Behalf,  be  Accepted? 

If  by  reason  of  illness,  absence,  or  non-residence,  a taxpayer 
is  unable  personally  to  render  his  return,  he  may  appoint  an 
agent  to  act  for  him,  and  the  return  executed  by  the  agent  will 
be  accepted  if  he  makes  affidavit  that  he  has  sufficient  knowl- 
edge to  make  a complete  and  accurate  return  for  his  principal, 
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and  assumes  responsibility  for  making  the  return  and  incurring 
the  penalties  provided  for  a delinquent,  erroneous,  false  or 
fraudulent  return. 

7.  What  Would  Happen  Should  a Taxpayer  Render  a 
False  or  Fraudulent  Return  with  Intent  to  Evade  a Proper 
Payment  of  Income  Tax? 

Under  the  provisions  of  Section  3176,  Revised  Statutes,  he 
would  become  liable  to  an  additional  tax  of  100  per  cent.,  and 
under  the  provisions  of  Section  18  of  the  Act  of  September  8, 
1916,  as  amended,  to  a fine  of  not  to  exceed  $2,000,  or  to  one 
year’s  imprisonment,  or  both,  in  the  discretion  of  the  court  and 
to  the  costs  of  prosecution. 

8.  May  a Husband  and  Wife,  Living  Together,  and  Each 
Receiving  an  Independent  Income,  Render  Separate  Returns? 

Yes.  If  the  husband  and  wife  each  receive  an  independent 
income  equal  to  or  in  excess  of  $1,000,  separate  returns  may 
be  rendered.  If,  however,  the  income  of  either  is  less  than 
$1,000,  but  their  combined  income  equals  or  exceeds  $2,000,  a 
joint  return  should  be  rendered. 

9.  If  a Husband  and  Wife  Render  a Joint  Return,  is  the 
Additional  Tax  Assessed  Against  that  Return  Based  Upon 
the  Aggregate  Amount  of  Income  Shown? 

No.  The  normal  income  tax  will  be  assessed  against  the 
aggregate  amount  reported  by  the  husband  and  wife  whether 
joint  or  separate  returns  are  rendered,  but  the  additional 
income  taxes  are  only  assessed  against  the  separate  income  of 
each. 

10.  Is  a Married  Man  Entitled  to  a Personal  Exemption 
of  $2,000  and  $400  additional  Exemption  on  Account  of  Two 
Dependent  Children,  Whose  Total  Net  Income  Does  Not 
Exceed  $2,400,  but  Does  Equal  or  Exceed  $2,000,  Required 
to  Render  a Return? 

Yes.  While  he  will  not  be  required  to  pay  an  income  tax, 
he  is  required  to  render  a return  if  his  net  income  equals  or 
exceeds  $2,000. 
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11.  If  an  Individual  Engaged  in  Business  Takes  an  In- 
ventory and  Closes  His  Books  on  any  Day  During  a Calendar 
Year,  Can  He  Render  His  Personal  Income  Tax  Return  on 
the  Basis  of  that  Fiscal  Year? 

No.  A personal  income  tax  return  cannot  be  rendered  for 
any  other  period  than  a full  calendar  year. 

12.  Where  Can  I Get  the  Blank  Form  Upon  Which  to 
Render  My  Return? 

From  the  Collector  of  Internal  Revenue  for  your  District. 
The  Collector  will  endeavor  to  have  such  forms  sent  to  you,  but 
failure  to  receive  one  will  not  excuse  you  from  making  a return. 
If  you  do  not  receive  one  it  is  your  duty  tO'  request  the  Collector 
to  furnish  you  with  a copy. 

RATE  OF  TAX 

13.  What  Personal  Income  Taxes  are  Imposed  Upon 
Income  Received  During  the  Calendar  Year  1917? 

In  computing  income  tax  liability  for  the  year  1917,  the 
normal  and  additional  income  taxes  imposed  by  the  Act  of 
September  8,  1916,  and  also  the  Act  of  October  3,  1917,  are  to 
be  considered. 

Under  Section  1 (a)  of  the  former  Act  a normal  income  tax 
of  2 per  cent,  is  imposed  upon  so  much  of  an  individual’s  net 
income,  exclusive  of  that  derived  from  dividends  on  the  capital 
stock,  or  from  the  net  earnings  of  corporations,  joint-stock  com- 
panies, etc.,  subject  to  like  tax,  as  exceeds  the  amount  of  per- 
sonal exemption  to  which  he  is  entitled  under  Section  7 ; and  so 
much  of  his  total  net  income,  including  that  derived  from  divi- 
dends and  net  earnings  of  corporations,  as  exceeds  $20,000,  is 
subject  to  the  additional  income  tax  at  the  graduated  rates  pre- 
scribed by  Section  1 ( b ). 

Under  Section  1 of  the  Act  of  October  3,  1917,  so  much  of 
the  individual’s  net  income,  exclusive  of  dividends,  etc.,  as  ex- 
ceeds the  amount  of  personal  exemption  allowed  by  Section  3, 
is  subject  to  an  additional  normal  tax  of  2 per  cent.,  and  that 
portion  of  his  total  net  income,  including  dividends,  as  exceeds 
$5,000;  is  subject  to  the  additional  income  tax,  at  the  graduated 
rates,  specified  in  Section  2,  Act  of  October  3,  1917. 
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EXEMPTION 


14.  What  Amount  of  Personal  Exemption  is  Allowed  by 
Each  of  the  Two  Acts? 

Section  7 of  the  Act  of  September  8,  1916,  allows  a personal 
exemption  of  $3,000  to  unmarried  persons,  plus  $1,000  additional 
if  the  person  making  the  return  be  the  head  of  a family  or  a 
married  man  with  a wife  living  with  him.  This  additional 
exemption  of  $1,000  is  allowed  if  the  person  making  the  return 
is  a married  woman  with  a husband  living  with  her,  but  in  no 
event  shall  this  additional  $1,000  be  deducted  by  both  husband 
and  wife. 

The  exemptions  allowed  by  Section  3 of  the  Act  of  October  3, 
3917,  are  the  same  as  under  the  Act  of  September  8,  1916,  except 
that  the  exemptions  of  $3,000  and  $4,000  allowed  by  the  1916 
Act  are,  respectively,  $1,000  and  $2,000. 

In  addition,  a further  exemption  of  $200  is  allowed  for 
each  dependent  child  under  eighteen  years  of  age,  or  over  that 
age  if  incapable  of  self-support  because  mentally  or  physically 
defective,  and  this  is  allowed  in  computing  normal  tax  liability 
under  both  Acts. 

15.  What  is  Meant  by  the  Term  “Head  of  a Family”? 

Treasury  Decision  2427  states  that  a “head  of  a family” 
is  held  to  be  a person  who  actually  supports  and  maintains 
one  or  more  individuals  who  are  closely  connected  with  him  by 
blood  relationship,  relationship  by  marriage  or  by  adoption, 
and  whose  right  to  exercise  family  control  and  provide  for 
these  dependent  individuals  is  based  upon  some  moral  or  legal 
obligation. 


INCOME,  GROSS  AND  NET 

16.  What  Income,  if  Any,  is  Exempt? 

(a)  The  proceeds  of  life  insurance  policies  paid  to  indi- 
vidual beneficiaries  upon  the  death  of  the  insured. 

( b ) The  amount  received  by  the  insured,  as  a return  of 
premium  or  premiums  paid  by  him  under  life  insurance,  endow- 
ment, or  annuity  contracts,  either  during  the  term,  or  at  the 
maturity,  or  surrender,  of  the  insurance  contract. 
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(c)  The  value  of  property  acquired  by  gift,  bequest,  devise 
or  descent.  It  must  be  understood,  however,  that  the  income 
derived  from  such  property  is  taxable. 

(d)  Interest  upon  the  obligations  of  a State,  or  any 
political  subdivision  of  a State,  or  upon  the  obligations  of 
the  United  States,  except  in  the  case  of  obligations  of  the  United 
States  issued  after  September  1,  1917,  only  to  the  extent  pro~ 
vided  in  the  Act  authorizing  their  issue. 

(e)  Interest  upon  the  obligations  of  any  possession  of  the 
United  States,  or  securities  issued  under  the  provisions  of  the 
Federal  Farm  Loan  Act  of  July  17,  1917. 

(/)  The  compensation  of  the  present  President  of  the 
United  States  during  the  term  for  which  he  has  been  elected, 
and  the  judges  of  the  Supreme  and  inferior  courts  of  the 
United  States  in  office  on  October  3,  1917. 

(g)  The  compensation  of  all  officers  and  employees  of  a 
State  or  any  political  subdivision  of  a State,  except  when  such 
compensation  is  paid  by  the  United  States  Government.  This 
includes  the  official  salaries  received  by  public  school  teachers, 
State  and  county  officers  and  employees  of  municipalities ; but 
income  derived  by  such  persons  from  sources  other  than  State, 
county  or  municipal  funds,  and  the  other  sources  enumerated 
in  this  answer,  is  taxable.  (See  Section  4,  Act  of  September  8, 
1916,  as  amended.) 


INCOME 

17.  What  is  Meant  by  the  Term  “Net  Income”? 

For  the  purpose  of  determining  whether  or  not  a personal 
income  tax  return  should  be  rendered,  Net  Income  means  your 
total  net  income  less  the  exemptions  specified  in  the  answer  to 
the  16  questions  and  the  general  deductions  specified  in  the 
answer  to  the  45th  question. 

18.  In  Rendering  a Return,  What  Items  of  Income  Must 
I Report  Under  GROSS  INCOME? 

Under  Gross  Income  should  be  reported  every  item  of 
income  derived  from  any  source  whatever  (except  those 
specified  in  the  answer  to  Question  16,  actually  received  during 
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the  calendar  year  for  which  the  return  is  rendered,  whether 
received  in  cash  or  the  equivalent  of  cash,  including: 

(a)  All  amounts  of  salary,  wages,  commissions  or  com- 
pensation of  whatever  kind,  received  for  personal  service,  in- 
cluding professional  fees. 

(b)  All  amounts  of  gain,  profit  or  income  derived  from  a 
business,  trade,  commerce,  or  from  any  sale  of  property,  real, 
personal  or  mixed.  The  method  of  ascertaining  the  amount 
of  gain  or  profit  derived  from  a sale  is  outlined  in  the  answer 
to  Question  23. 

( c ) Rents,  interest  on  notes,  mortgages,  deeds  of  trust,  or 
other  securities  issued  by  individuals,  partnerships,  etc.,  interest 
on  bonds,  mortgages,  deeds  of  trust,  or  other  similar  obliga- 
tions of  corporations,  joint-stock  companies,  associations  or 
insurance  companies,  and  interest  on  bank  deposits. 

( d ) All  income  received  from  fiduciaries,  that  is,  amounts 
received  from  incomes  of  estates,  trusts,  etc.,  through  trustees, 
administrators  or  executors. 

( e ) If  you  have  an  interest  in  a partnership  you  should 
report  your  distributive  share  of  the  earnings  or  profits  of  the 
partnership  ascertained  during  the  calendar  year  for  which  the 
return  is  rendered,  whether  distributed  to  you  or  not.  That 
is,  if  the  fiscal  year  of  the  partnership  ends  on  December  31 
of  that  year,  your  distributive  share  of  its  earnings  or  profits 
ascertained  upon  the  close  of  the  books  on  December  31  should 
be  returned.  If  the  partnership  ends  its  fiscal  year  on  some 
day  during  the  calendar  year,  your  distributive  share  of  its 
earnings  or  profits  ascertained  at  that  time  should  be  reported. 

(/)  All  items  of  foreign  income,  that  is,  interest  upon  bonds 
and  mortgages,  or  deeds  of  trust,  or  other  similar  obligations 
issued  by  individuals  who  are  citizens  or  residents  of  foreign 
countries,  foreign  corporations,  joint-stock  companies,  etc. 

(g)  Royalties  from  mines,  oil  and  gas  wells,  patents,  copy- 
rights, franchises,  or  other  legalized  privileges. 

( h ) Dividends  on  stock,  or  from  the  net  earnings  of 
domestic  corporations,  joint-stock  companies,  associations  or 
insurance  companies,  whether  paid  in  cash,  stock  or  script.  As 
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the  net  earnings  of  corporations,  joint-stock  companies,  etc., 
are  subject  to  the  tax  imposed  upon  the  net  income  of  corpo- 
rations, dividends  from  such  net  earnings  are  not  subject  to 
the  normal  income  tax  in  the  hands  of  the  shareholders  receiving 
the  same ; but  they  are  to  be  returned  for  the  additional  tax 
purposes  and  are  subject  to  that  tax.  The  rates  of  tax  to  be 
assessed  against  a dividend  received  during  the  year  1917,  or 
any  subsequent  year,  are  covered  by  the  answer  to  Question  43. 

19.  If  My  Salary  for  December,  1917,  is  Not  Paid  to  Me 
Until  Some  Day  in  January,  1918,  or  Later,  is  its  Amount  to 
be  Included  in  My  1917  Return? 

It  is  to  be  returned  for  the  year  during  which  it  was  actually 
received  by  you. 

20.  “A”  is  Employed  by  a Corporation  at  an  Annual 
Salary  of  $3,000.  The  Corporation,  Being  in  Financial 
Straits,  Only  Paid  “A”  $2,000  During  Each  of  the  Years 
1915  and  1916.  In  1917,  “A”  Received  His  Salary  in  Full 
Plus  the  Balance  of  the  Salary  Due  Him  for  the  Two  Pre- 
vious Years.  Must  He  Include  the  Full  Amount  Received 
in  1917  in  His  Return  for  that  Year? 

Yes.  $5,000  should  be  returned  and  that  amount  will  be 
subject  to  income  tax  at  the  rates  prescribed  for  the  year  1917. 

21.  If  an  Employer  Agrees  to  Pay  an  Employee  a Certain 
Stipulated  Salary  and  Furnish  Him  with  Room  and  Board, 
are  the  Latter  Items  to  be  Considered  in  Computing  Income 
Tax  Liability? 

Yes.  A fair  rental  value  is  to  be  placed  upon  the  room  and 
a fair  value  upon  the  meals  furnished,  and  their  amounts 
reported  as  income  by  the  employee.  If  the  services  of  the 
employee  are  used  in  the  employer’s  business  or  trade,  the  latter 
may  claim  the  rent  paid  by  him  for  the  room,  if  any,  and  the 
actual  cost  of  the  meals  so  furnished  as  a deduction  under  the 
head  of  Business  Expenses. 

22.  If  I Enter  into  a Contract  in  1917  Which  Will  Not  be 
Completed  Until  1918,  and  Which  Requires  Me  to  Make  Ex- 
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penditures  for  Material  and  Labor,  Provide  for  Possible 
Losses,  etc.,  Must  I Include  the  Advance  Payments  I Receive 
in  1917  in  My  Return  for  that  Year? 

No.  As  you  are  unable  to  determine  what  amount  of  gain 
or  profit  you  will  derive  from  the  contract  until  it  is  completed, 
the  payments  received  thereon  during  1917  need  not  be  included 
in  your  return  for  that  year.  When  the  contract  is  completed 
the  net  gain  or  profit  derived  therefrom  should  be  reported 
under  Gross  Income  in  your  return  rendered  for  the  year  1918. 

23.  How  am  I to  Determine  what  Amount  of  Gain  or 
Profit  Derived  from  a Sale  of  Property  is  Returnable  for 
Income  Tax  Purposes? 

If  you  acquired  the  property  sold  prior  to  March  1,  1913, 
you  should  take  its  fair  market  price  or  value  as  of  that  date, 
add  thereto  all  amounts  subsequently  expended  in  making  per- 
manent improvements,  then  deduct  the  aggregate  of  all  claims 
for  depreciation  in  value  of  property  claimed  as  deductions  on 
previous  returns,  and  the  difference  between  the  result  thus 
obtained  and  the  selling  price  is  the  amount  to  be  reported  under 
Gross  Income. 

If  you  purchased  the  property  on  or  after  March  1,  1913, 
the  difference  between  its  cost,  plus  all  amounts  subsequently 
expended  for  permanent  improvements  less  depreciation  previ- 
ously claimed,  and  its  selling  price,  is  to  be  returned. 

If  the  property  came  to  you  on  or  after  March  1,  1913,  as 
an  inheritance,  the  difference  between  the  appraised  value 
placed  upon  it  at  that  time  plus  all  amounts  subsequently  ex- 
pended for  permanent  improvements  less  depreciation  previously 
claimed,  and  its  selling  price,  is  to  be  returned. 

24.  When  is  a Farmer  to  Return  for  Tax  Purposes  the 
Value  of  Crops  and  Stock  Produced? 

The  value  of  grain,  stock  and  other  products  produced  on 
a farm  is  not  considered  taxable  income  until  reduced  to  cash  or 
the  equivalent  of  cash.  Therefore,  if  crops  and  stock  were 
produced  in  1916  on  a farm  owned  by  you  and  they  were  sold 
in  1917,  the  total  amount  received  therefor  is  to  be  included 
under  Gross  Income  in  your  1917  return.  Crops  and  stock 
produced  in  1917,  and  on  hand  December  31  of  that  year,  need 
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not  be  considered ; but  the  amount  received  therefor  should  be 
included  in  yiour  return  rendered  for  the  year  during  which  they 
are  sold. 

25.  I Rent  a Farm  on  Shares.  When  is  My  Share  of  the 
Crops  and  Stock  to  be  Taken  into  Consideration? 

Only  for  the  year  in  which  sold. 

26.  Is  a Farmer  Required  to  Report  the  Value  of  the 
Farm  Produce  which  is  Consumed  by  Himself  and  Family? 

No,  but  any  amount  of  expense  incurred  in  producing  gar- 
den truck,  or  other  products  so  consumed,  cannot  be  claimed  as 
a deduction. 

27.  If  a Farmer  Exchanges  Produce  for  Merchandise, 
Groceries,  etc.,  is  the  Value  of  Such  Merchandise  to  be  Re- 
turned for  Tax  Purposes? 

Yes.  The  price  placed  by  the  merchant  upon  the  goods 
exchanged  for  farm  produce  is  to  be  included  as  income  in  the 
fanner’s  return-. 

28.  A Tenant,  Under  the  Terms  of  a Lease,  is  Required 
to  Pay  a Certain  Cash  Rental  and  in  Addition  Make  Certain 
Improvements.  Is  the  Cost  of  these  Improvements  Held  to 
be  Taxable  Income  to  the  Property  Owner? 

Report  each  rental  for  year  in  which  received.  The  dif- 
ference between  cost  and  improvements  and  a reasonable  allow- 
ance for  the  exhaustion,  wear  and  tear  of  the  property  arising 
out  of  its  use  or  employment  in  the  business  or  trade  of  lessee 
during  the  period  of  its  life  under  the  lease,  should  be  returned 
as  income  to  the  lessor  for  the  year  during  which  the  lease  ter- 
minates. (See  T.  D.  2442.) 

29.  Special  Payments,  Designated  as  “Bonuses,”  are 
Often  Made  to  Officers  and  Employees  of  Corporations, 
Firms  and  Individuals.  Are  Such  Items  of  Income  Subject 
to  Tax  in  the  Hands  of  Their  Recipients? 

Any  bonus,  or  other  item  of  compensation,  paid  to  an 
employee  in  addition  to  his  regular  salary  or  wage  under  a con- 
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tract  expressed  or  implied,  as  additional  compensation  for 
services  rendered,  as  a reward  for  past  endeavors,  or  as  a 
stimulus  to  further  zeal  and  enthusiasm  in  the  discharge  of  his 
duties,  is  held  to  constitute  taxable  income  which  should  be 
reported  under  Gross  Income  in  the  employee’s  return  ren- 
dered for  the  year  during  which  received.  Christmas  remem- 
brances, anniversary  gifts,  etc.,  from  an  employer  to  an  em- 
ployee do  not  constitute  such  items  as  are  subject  to  the  income 
tax. 

30.  Is  an  Individual  Contractor  who  Constructs  a Public 
Highway,  a Bridge,  a Drainage  System,  etc.,  for  a State, 
County,  or  a Municipality,  Held  to  be  an  Employee  of  the 
Political  Subdivision  for  which  the  Work  is  Performed? 

No,  and  therefore,  the  income  derived  from  his  contract  is 
not  exempt  from  the  Federal  income  tax. 

31.  What  Method  Should  a Merchant  Adopt  to  Ascer- 
tain the  Amount  of  Gain  or  Profit  Which  is  to  be  Reported 
Under  Gross  Income? 

Any  individual  who  conducts  a grocery,  dry-goods,  clothing, 
or  farm-implement  business,  or  any  other  business  which  re- 
quires that  a stock  be  carried,  should  take  an  inventory  at  the 
close  of  each  calendar  year,  the  goods  then  on  hand  being 
inventoried  at  their  cost  price*  To  the  total  of  his  inventory 
taken  at  the  beginning  of  the  year  for  which  the  return  is  to 
be  rendered  should  be  added  the  cost  of  all  goods  purchased 
during  that  year,  and  the  difference  between  the  amount  thus 
obtained  and  the  total  of  his  inventory  taken  at  the  close  of 
the  tax  year,  plus  his  total  gross  receipts,  is  the  amount  to 
be  reported  under  Gross  Income.  Gross  receipts  should  not 
be  reported  under  Gross  Income  and  the  cost  of  the  goods 
purchased,  claimed  as  a deduction. 

32.  A Piano  Dealer  Sells  an  Instrument  Under  a Contract 
Which  States  that  Payment  Therefor  is  to  be  Made  in 
Monthly  Instalments,  and  that  the  Title  to  the  Instrument 

*A  treasury  ruling  just  issued  (Dec.  19)  reads: 

Inventories  of  surplus  raw  material,  work  in  process  of  production, 
and  unsold  merchandise,  must  be  taken  either  (a)  at  cost,  or  (b)  at 
cost  or  market  price,  whichever  is  lower,  provided  that  the  method 
adopted  must  be  adhered  to  in  subsequent  years  unless  another  be 
authorized  by  Commissioner  of  Internal  Revenue. — ( Inserted  by 
National  City  Co.) 
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is  to  Remain  with  the  Dealer  Until  the  Last  Payment  is 
Made.  How  is  the  Latter  to  Report  the  Amount  of  Profit 
Derived  from  this  Transaction? 

It  is  held  that  every  dollar  received  under  such  a contract 
represents,  in  part,  the  return  of  a portion  of  the  cost  of  the 
article  to  the  dealer  and  a portion  of  the  profit  to  be  derived 
from  the  transaction ; and  that  the  amount  of  profit  represented 
by  all  payments  during  the  tax  year  should  be  included  in  the 
dealer’s  personal  return  rendered  for  that  year.  For  example, 
a piano  which  cost  the  dealer  $300  is  transferred  to  another 
under  a contract  calling  for  twenty  monthly  payments  of  $20 
each,  a total  of  $400.  Each  monthly  payment  represents  a 
return  of  capital  amounting  to  $15  and  a profit  amounting  to 
$5.00,  and  multiplying  this  latter  amount  'by  the  number  of 
payments  received  during  the  year  yields  the  amount  to  be 
returned  as  income  for  that  year.  When  there  is  a lapse  or 
default  in  payment  and  the  dealer  becomes  repossessed  of  the 
article,  the  entire  amount  theretofore  paid  and  credited  to  prin- 
cipal from  date  of  contract  to  date  of  default  is  income  to 
be  included  in  a return  of  income,  for  the  reason  that  it  is 
held  that  such  an  amount  constitutes  rental  for  the  use  of  the 
article.  In  case  of  such  default  a reasonable  allowance  may 
be  claimed  as  a deduction  to  cover  such  depreciation  as  may 
have  actually  occurred  in  the  value  of  the  repossessed  article 
by  reason  of  its  use. 

33.  I have  Two  Children  who  Live  at  Home  and  are 
Regularly  Employed.  One  is  17  Years  Old;  the  Other,  21 
Years  Old.  Am  I Required  to  Include  the  Amount  of  Income 
Which  Accrues  to  Each  During  a Calendar  Year  in  my 
own  Personal  Return? 

As  the  first  child  has  not  reached  its  majority  and  is  still 
legally  under  your  control,  the  amount  of  its  income  is  to  be 
included' in  your  personal  return  and  is  subject  to  tax  in  your 
hands.  The  income  of  the  child  which  has  attained  its  majority 
is  not  to  be  included  in  your  return  and  is  only  subject  to  tax 
in  the  hands  of  that  child. 

34.  Must  I Include  in  my  Personal  Return  the  Amount 
of  Interest  I Receive  on  Liberty  Loan  Bonds,  or  is  That 
Interest  Exempt  from  Tax? 
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All  interest  derived  from  the  Liberty  Loan  3*4%  Bonds 
issued  under  the  Act  of  April  24,  1917,  is  exempt  from  both 
the  normal  and  additional  income  tax. 

Interest  derived  from  the  Liberty  Loan  4%  Bonds, 
issued  under  the  Act  of  September  24,  1917,  is  exempt  from  the 
normal  income  tax;  but  so  much  of  the  interest  as  is  derived 
from  such  bonds,  the  principal  of  which  exceeds  $5,000,  is 
subject  to  the  additional  income  tax.  That  is,  if  you  hold 
$8,000  of  Liberty  Loan  4%  Bonds  the  interest  from  $5,000,  or 
$200,  is  exempt  from  tax,  and  the  balance  of  the  interest,  or 
$120,  is  subject  to  the  additional  tax. 

35.  I Held  an  Endowment  Life  Insurance  Policy  upon 
Which  I Paid  Premiums  for  Twenty  Years.  In  1917,  That 
Contract  Matured  and  I Received  its  Face  Value,  or  $1,000. 
Must  I Return  the  Entire  Amount  Received? 

No.  Return  only  the  difference  between  the  aggregate 
amount  of  premium  paid  and  the  amount  received  upon  matur- 
ity of  the  contract. 

36.  “A”,  Who  is  the  Employee  of  a Corporation,  was 
Injured  and  Under  the  Laws  of  the  State  in  Which  the 
Accident  Occurred  He  Received  $5,000  on  Account  of  the 
Injury  He  Suffered.  Must  the  Amount  Thus  Received  be 
Reported  as  Income? 

Yes.  Any  amount  received  under  an  Employers’  Liability 
Act,  or  Workman’s  Compensation  Act,  or  any  other  similar  Act, 
or  as  the  result  of  a settlement  or  compromise  for  “pain  and 
suffering”,  is  held  to  be  such  income  as  is  subject  to  the  Federal 
income  tax.  This  ruling  is  also  applicable  to  any  amount  re- 
ceived under  the  terms  of  an  accident  insurance  policy. 

37.  I Purchased  a Six  Per  Cent.  $100.00  Coupon  Bond  at 
its  Face  Value,  Plus  $1.50,  that  is,  Three  Months’  Accrued 
Interest.  Three  Months  Later  I Detached  a Coupon  There- 
from and  Collected  $3.00  Interest.  Must  the  Entire  Amount 
of  Interest  Received  be  Returned  as  Income? 

No.  Report  only  so  much  interest  as  accrued  after  the  date 
of  your  purchase.  It  is  the  seller’s  duty  to  report  the  balance. 
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38.  Do  the  Pensions  and  Retired  Pay  of  Ex-Officers 
and  Men  of  the  United  States  Military  and  Naval  Forces 
Constitute  Items  of  Taxable  Income? 

Yes. 

39.  I Own  Stock  in  a Bank  Which,  Under  a State  Law, 
is  Required  to  Pay  the  Taxes  Assessed  Against  Such  Stock. 
How  is  this  Matter  to  be  Handled  for  Income  Tax  Purposes? 

The  proportionate  part  of  the  entire  amount  of  taxes  so 
paid  by  the  bank,  which  is  properly  chargeable  against  the 
number  of  shares  held  by  you,  should  be  reported,  for  addi- 
tional tax  purposes,  in  your  personal  return,  as  a dividend,  and 
then  claimed  as  a deduction  under  the  heading  of  Taxes. 

DIVIDENDS 

40.  The  Net  Earnings  of  a Corporation  in  Which  I Held 
Stock  in  the  Year  1916  Amounted  to  $50,000,  Which  Amount 
was  Carried  to  Surplus  Account.  Its  Net  Earnings  from 
January  1,  to  September  1,  1917,  Amounted  to  $70,000,  and 
on  This  Latter  Date  These  Last  Earnings  were  Carried  to 
Surplus  and  a Cash  Dividend  of  $50,000  Declared  and  Soon 
Thereafter  Paid.  What  Income  Taxes  are  to  be  Assessed 
Against  this  Dividend? 

Section  31  (b)  of  the  Act  of  September  8,  1916,  as  amended 
by  the  War  Revenue  Act,  provides,  in  part,  as  follows : 

“Any  distribution  made  to  the  shareholders  or  mem- 
bers of  a corporation,  joint-stock  company  or  association 
or  insurance  company,  in  the  year  1917,  or  subsequent 
tax  years,  shall  be  deemed  to  have  been  made  from  the 
most  recently  accumulated  undivided  profits  or  surplus, 
and  shall  constitute  a part  of  the  annual  income  of  the 
distributee  for  the  year  in  which  received,  and  shall  be 
taxed  to  the  distributee  at  the  rates  prescribed  by  law 
for  the  years  in  which  such  profits  or  surplus  were 
accumulated  by  the  corporation,  joint-stock  company 
association  or  insurance  company.” 

Therefore,  the  dividend  to  which  you  refer  is  to  be  charged 
against  the  most  recently  accumulated  earnings  or  surplus ; that 
is,  against  the  $70,000  earned  during  1917  and  carried  to  surplus 
on  the  day  the  dividend  was  declared,  and  it  will  be  subject 
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to  the  additional  tax  at  the  rates  prescribed  by  the  Act  of  Sep- 
tember 8,  1916,  and  also,  at  the  rates  prescribed  by  the  War 
Revenue  Act  of  October  3,  1917. 

41.  Suppose  that  Instead  of  Declaring  a Dividend  of 
$50,000,  this  Corporation  had  Declared  a Dividend  of 
$100,000? 

If  such  had  been  the  case,  the  entire  amount  of  net  earnings 
carried  to  surplus  on  September  1,  1917,  would  have  been  sub- 
ject to  additional  tax  at  the  same  rates  as  the  dividend  men- 
tioned in  your  inquiry,  next  above,  and  the  balance,  or  $30,000, 
would  have  been  held  to  have  been  paid  from  the  1916  earn- 
ings, and  would  have  been  subject  to  additional  tax  only  at  the 
rates  prescribed  in  the  Act  of  September  8,  1916. 

42.  Assuming  that  Instead  of  Paying  this  Dividend  in 
Cash  a Corporation  had  Capitalized  the  Same  Amount  of 
Surplus  as  was  Distributed  in  Cash,  or  $100,000,  and  Issued 
the  New  Stock  to  its  Shareholders  as  a Dividend.  Would 
this  Dividend  be  Taxable? 

Yes,  just  the  same  as  though  it  had  been  paid  in  cash. 

43.  A Corporation  Began  Business  January  1,  1912.  Its 


Net  Earnings  were  as  Follows: 

January  1,  1912,  to  March  1,  1913 $10,765 

March  1,  1913,  “ January  1,  1914 5,220 

For  the  Year  1914 7,347 

“ “ “ 1915 11,000 

“ “ “ 1916 15,300 

January  1 to  September  1,  1917 27,400 


Amount  of  Surplus  on  Hand  Sept.  1,  1917.  . . $77,032 

The  Corporation  Never  Paid  a Dividend  Until  September 
1,  1917,  on  Which  Date  it  Declared  and  Paid  a Dividend  of 
$77,032.  How  Will  this  Dividend  be  Taxed? 

That  portion  of  the  dividend  which  represents  the  distribu- 
tion of  1917  earnings,  or  $27,400,  will  be  subject  to  the  addi- 
tional tax  at  the  rates  prescribed  in  the  Act  of  September  8, 
1916,  and,  also,  in  the  War  Revenue  Act  of  October  3,  1917 ; 
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and  that  portion  which  represents  1916  earnings,  or  $15,300, 
at  the  rates  prescribed  in  the  Act  of  September  8,  1916,  only; 
that  portion  which  represents  earnings  which  accrued  from 
March  1,  1913,  to  January  1,  1916,  at  the  rates  of  additional 
tax  prescribed  in  the  Act  of  October  3,  1913.  The  remainder, 
or  $10,765,  is  exempt  from  tax  under  that  portion  of  Section 
31  ( b ) which  states  that: 

“But  nothing  herein  shall  be  construed  as  taxing  any 
earnings  or  profits  accrued  prior  to  March  1,  1913,  but 
such  earnings  or  profits  may  be  distributed  in  stock  divi- 
dends or  otherwise,  exempt  from  the  tax,  after  the  dis- 
tribution of  earnings  and  profits  accrued  since  March  1, 
1913,  has  been  made.” 

43^2.  Will  It  be  the  Taxpayer’s  Duty  to  Advise  Himself 
What  Proportion  of  a Dividend  Received  by  Him  is  Properly 
Chargeable,  Under  Section  31(b),  Act  of  September  8,  1916, 
as  Amended,  to  the  Corporate  Earnings  or  Profits  for  Each 
Tax  Year? 

Yes. 

44.  Assuming  that  a Corporation  Had  Assets  Which  Had 
Greatly  Appreciated  in  Value  and  Had  Carried  the  Amount 
of  that  Appreciation  to  Its  Surplus  Account  and  Capitalized 
Same,  or  that  It  Capitalized  Its  Good  Will,  and  then  Issued 
the  New  Stock  to  Its  Shareholders  as  a Dividend,  Would  This 
Dividend  be  Subject  to  Tax? 

Only  such  dividends  as  represented  a distribution  of  earn- 
ings or  profits  accrued  since  March  1,  1913,  are  subject  to  the 
additional  tax  when  received  by  the  shareholders.  As  appre- 
ciation estimated  to  have  occurred  in  the  value  of  the  assets 
held,  and  good  will,  do  not  represent  actual  earnings,  profits 
or  income,  a dividend  based  upon  a capitalization  of  any  such 
items  is  not  subject  to  tax  when  received  by  the  shareholders. 
It  should  be  understood,  however,  that  when  any  of  the  stock 
received  in  payment  of  such  a dividend  is  sold,  the  entire  pro- 
ceeds derived  from  the  same  are  to  be  returned  under  Gross 
Income  in  the  shareholders’  return  rendered  for  the  year  dur- 
ing which  the  sale  is  made,  and  will  be  subject  to  both  the 
normal  and  additional  income  taxes. 
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45.  In  Rendering  a Personal  Return  What  Items  May  I 
Claim  as  Deductions? 

See  Section  5 of  the  Act  of  September  8,  1916,  as  amended 
by  the  War  Revenue  Act. 


GENERAL  DEDUCTIONS 

46.  What  Constitutes  an  Item  Allowable  as  a Deduction 
Under  the  Head  of  Business  Expenses? 

All  amounts  of  expenses  actually  paid  during  the  tax  year 
in  the  conduct  of  a business,  trade  or  profession. 

This  includes  all  amounts  actually  paid  by  a farmer  for  labor 
in  preparing  his  land  for  a crop  and  the  cultivation,  harvesting 
and  marketing  of  the  crop,  the  cost  of  the  seed  and  fertilizer 
used,  the  amounts  expended  for  labor  used  in  caring  for  live 
stock  and  the  cost  of  the  feed,  the  cost  of  stock  purchased  for 
the  purpose  of  resale.  (It  should  be  understood,  however,  that 
if  such  cost  is  claimed  as  a deduction,  the  entire  proceeds 
received  upon  a sale  of  the  stock  is  to  be  returned  as  income.) 
The  amounts  actually  paid  in  making  repairs  to  farm  buildings, 
but  not  the  dwelling  house,  repairs  to  fences,  farm  machinery, 
etc.,  the  cost  of  materials  for  immediate  use  and  farm  tools 
which  are  used  up  in  the  course  of  a year  or  two,  such  as 
binding  twine,  stockpowders,  pitch  forks,  spades,  etc.,  and  the 
amount  of  rent  paid  for  a farm  may  also  be  claimed.  The 
amounts  paid  for  live  stock  which  is  to  be  used  for  breeding 
purposes  are  held  to  represent  investment  of  capital  and  are 
not  allowable  as  deductions. 

A merchant  may  claim  as  deductions  the  amounts  paid  for 
advertising,  hire  of  clerks  and  other  employees,  the  cost  of  the 
light,  fuel,  water,  telephones,  etc.,  used  in  or  at  his  place  of 
business,  drayage  and  freight  bills,  the  cost  of  operating  delivery 
wagons,  trucks,  and  the  repairs  to  same. 

The  cost  of  goods  purchased  for  resale  is  not  to  be  claimed 
as  a deduction,  as  a credit  for  that  cost  may  be  obtained  by 
following  the  method  of  computation  outlined  in  the  answer  to 
the  31st  question. 

A physician  may  claim  as  deductions  the  cost  of  medicines 
and  medical  supplies  used  by  him  in  the  practice  of  his  pro- 
fession, expenses  paid  in  the  operation  and  repair  of  an  auto- 
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mobile  used  in  making  professional  calls,  dues  to  medical 
societies  and  subscriptions  to  medical  journals,  the  expenses 
of  attending  medical  conventions,  the  rent  paid  for  office  rooms 
and  the  hire  of  office  assistants,  the  cost  of  the  fuel,  light,  water, 
telephone,  etc.,  used  in  such  office  rooms.  Amounts  expended 
for  books,  medical  supplies  and  surgical  instruments  of  a per- 
manent character  are  not  allowable  as  deductions. 

This,  in  a general  way,  outlines  the  ordinary  and  usual 
expenses  incurred  by  a farmer,  a merchant  or  a professional 
man,  which  may  be  claimed  as  deductions,  and  the  principles 
underlying  these  allowances  are  equally  applicable  in  the  case 
of  any  one  engaged  in  a business,  trade  or  profession.  In 
short,  all  expenses  connected  directly  and  solely  with  the 
conduct  of  an  income-producing  business,  trade,  profession  or 
vocation,  are  allowable. 

Items  of  personal  expense  or  items  connected  in  any  way 
with  the  support,  maintenance  and  well-being  of  a family  are 
not  allowed ; neither  are  the  amounts  paid  for  tools,  imple- 
ments, vehicles,  machinery,  or  surgical  instruments  which  are 
more  or  less  permanent  in  character,  nor  the  cost  of  medical, 
law  or  other  professional  books,  nor  amounts  expended  in 
making  permanent  improvements  or  betterments  of  any  kind 
whatsoever,  allowable  as  deductions.  These  latter  items  are 
held  to  be  investments  of  capital  upon  which  depreciation  may 
be  claimed. 

47.  I Employ  a Man  to  Assist  Me  in  Operating  My  Farm 
and  a Woman  to  Assist  About  the  House.  Is  the  Compensa- 
tion Paid  to  Each  Allowable  as  a Deduction? 

Unquestionably,  as  to  the  amount  paid  to  the  male  employee, 
but  a line  must  be  drawn  as  to  the  amount  paid  to  the  female 
employee.  If  her  time  is  employed  entirely  in  taking  care  of 
milk  and  cream  produced  for  sale,  in  the  production  of  butter, 
cheese,  etc.,  the  care  of  milk  cans  and  churns,  or,  if  a separate 
table  is  maintained  for  laborers  employed  on  the  farm  and  her 
services  are  used  entirely  in  the  preparation  and  serving  of 
the  meals  furnished  the  laborers  and  in  caring  for  their  rooms, 
the  compensation  paid  her  constitutes  an  allowable  deduction. 
If,  however,  she  is  employed  to  assist  in  caring  for  the  farmer’s 
own  household,  no  deduction  can  be  claimed. 
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48.  If  I Employ  a Minor  Son  or  Daughter  to  Assist  Me 
in  My  Business  or  Trade  and  I Pay  a Salary  or  Wage  for 
Such  Assistance,  May  I Claim  the  Amount  as  a Deduction? 

No.  If,  however,  the  son  or  daughter  has  attained  his  or 
her  majority,  the  amount  of  compensation  paid  for  his  or  her 
services  may  he  so  claimed. 

49.  Can  a Taxpayer  Claim  a Deduction  for  His  Own 
Remuneration? 

Wages  or  salary  drawn  by  a taxpayer  from  his  own  business 
are  more  in  the  nature  of  a charge  out  of  profits  than  a charge 
against  profits.  If  such  could  be  deducted  they  would  merely 
be  added  to  his  income,  the  effect  of  which  would  be  to  take 
money  out  of  one  pocket  and  put  it  in  another.  Therefore, 
no  deduction  can  be  claimed. 

50.  Can  the  Amounts  Expended  by  a Business  Man  in 
Entertaining  Out-of-Town  Customers,  or  Prospective  Cus- 
tomers, be  Claimed  as  Deductions? 

Yes.  If  the  sole  purpose  of  the  business  man  in  making 
such  expenditures  is  to  cultivate  the  good  will  of  his  customers 
and  secure  an  increase  in  trade  thev  may  be  so  claimed. 

51.  Can  a Salesman  Working  on  a Commission  Basis 
Claim  as  Deductions  the  Amounts  Expended  From  His  Own 
Funds  for  Railroad  Fare,  Excess  Baggage,  Taxicab  or  Street- 
Car  Fare,  Show  Rooms,  Assistants,  Advertising,  etc.? 

Yes.  If  he  is  not  reimbursed  for  such  expenditures  by  his 
firm,  he  should  report  under  Gross  Income  the  total  amount 
of  commissions  received  and  he  may  then  claim  such  expenses 
as  were  actually  incurred  and  paid  in  the  earning  of  those 
commissions. 

52.  “A”,  Who  is  Employed  in  a City,  Has  His  Home  in 
a Suburb.  He  Pays  Carfare  Between  His  Home  and  Place 
of  Employment  and  Takes  His  Noon  Lunch  in  the  City. 
Can  the  Amounts  Expended  for  Carfare  and  Lunch  be 
Claimed  as  a Business  Expense? 

No,  as  such  amounts  are  held  to  be  items  of  personal 
expense. 
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53.  Are  the  Items  of  Expense  Incurred  and  Paid  by  Me 
During  the  Calendar  Year  in  Connection  With  a Farm  Which 
I Lease  to  Another  on  a Cash  or  Crop-Share  Rental  Basis, 
Such  as  Repairs  to  Fences,  Farm  Buildings,  etc.  Allowable  as 
Deductions? 

Yes. 

54.  Can  the  Amount  of  Life  Insurance  Premiums  and 
Premiums  Paid  for  Insurance  on  My  Residence  Property  be 
Claimed  as  Deductions? 

No,  as  these  are  held  to  be  items  of  personal  expense.  If, 
however,  you  pay  premiums  on  insurance  policies  covering  farm 
buildings,  other  than  your  dwelling  house,  or  on  any  property 
used  for  business  purposes,  these  premiums  are  allowable  as 
deductions. 

55.  A Tenant,  Under  the  Terms  of  a Lease,  is  Obligated 
to  Pay  a Certain  Cash  Rental  and  All  Taxes  Assessed  Against 
the  Property  and  Keep  it  Insured.  May  He  Claim  as  a Busi- 
ness Expense  the  Aggregate  Amount  of  Rental,  Taxes,  and 
Insurance  Premiums  Paid? 

Yes,  if  the  property  is  used  by  the  tenant  for  business  or 
trade  purposes  and  not  as  a home,  the  aggregate  amount  may 
be  claimed  as  a deduction  for  the  year  during  which  actually 
paid. 

56.  I Own  Stock  in  a Corporation  Which,  in  1917,  As- 
sessed Each  of  its  Stockholders  $50  on  Each  Share  Held. 
Can  the  Amount  Paid  by  Me  be  Claimed  as  a Deduction? 

No.  Assessments  made  by  a corporation  on  its  capital  stock 
are  regarded  as  further  investments  of  capital  and  do  not  con- 
stitute an  allowable  deduction  in  the  return  of  the  individual. 

57.  If  a Physician,  or  Other  Professional  or  Business 
Man,  Rents  a Home  and  Uses  a Portion  of  Same  for  Pro- 
fessional or  Business  Purposes,  May  Any  Portion  of  the 
Rent  Paid  for  That  Home  Be  Claimed  As  a Business  Ex- 
pense? 

Yes.  The  proportion  of  the  rent  paid  which  is  properly 
chargeable  to  the  number  of  rooms  so  used  may  be  claimed  as  a 
deduction. 
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58.  In  1917  I Purchased  a Property,  the  Title  to  Which 
Proved  Defective,  and  in  Order  to  Straighten  the  Matter 
Out  I Employed  an  Attorney  and  Resorted  to  Court  Pro- 
ceedings. Can  I Claim  a Deduction  to  Cover  the  Fee  Paid 
the  Attorney  and  the  Court  Cost? 

No.  Such  items  are  held  to  be  a part  of  the  cost  of  the 
property  and,  therefore,  not  allowable  as  deductions. 

59.  You  Have  Heretofore  Stated  That  Only  Such  Items 
of  Income  As  Have  Actually  Been  Paid  to  Me  During  the 
Tax  Year  Are  To  Be  Reported,  and  Only  Such  Items  of  Ex- 
pense As  I Have  Actually  Paid  During  That  Year  Claimed 
As  Deductions.  Cannot  a Business  or  Professional  Man 
Who  Keeps  a Set  of  Book  and  Enters  Thereon  As  Income 
the  Cost  of  Goods  Sold  on  Credit,  or  Fees  Earned  but  Not 
Paid,  and  Charges  to  Expense  Account  Items  Which  Have 
Not  Been  Paid  by  Him,  Report  His  Net  Income  for  the 
Year  As  Shown  by  His  Books  When  They  Are  Balanced 
at  the  End  of  the  Calendar  Year? 

Section  8 (g)  of  the  Act  of  September  8,  1916,  states  that : 

“An  individual  keeping  accounts  upon  any  basis  other 
than  that  of  actual  receipts  and  disbursements,  unless 
such  other  basis  does  not  clearly  reflect  his  income,  may, 
subject  to  regulations  made  by  the  Commissioner  of 
Internal  Revenue,  with  the  approval  of  the  Secretary 
of  the  Treasury,  make  his  return  upon  the  basis  upon 
which  his  accounts  are  kept,  in  which  case  the  tax  shall 
be  computed  upon  his  income  as  so  returned.5' 

It  should  be  understood,  however,  that  if  a business  man, 
who  keeps  a set  of  books,  wishes  to  render  his  returns  upon  the 
book  basis,  he  must  at  no  time  inventory  any  assets  at  other 
than  its  actual  cost  to  him  A 

60.  What  Is  Meant  by  the  Statement  in  the  Law  That 
All  Interest  Paid  Within  the  Year  Upon  the  Indebtedness 
of  a Taxpayer,  “Except  on  Indebtedness  Incurred  for  the 
Purchase  of  Obligations  or  Securities  the  Interest  Upon 


*See  footnote,  page  13. 
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Which  Is  Exempt  from  Taxation  As  Income  Under  This 
Title”  May  Be  Claimed  As  a Deduction? 

If  a taxpayer,  desiring  to  do  his  patriotic  duty,  borrowed 
money  to  invest  in  Liberty  Loan  3^2%  Bonds,  or  if  he  bor- 
rowed money  to  invest  in  the  bonds  of  a State,  county  or 
municipality,  or  any  security  issued  under  the  provisions  of  the 
Federal  Farm  Loan  Act  of  July  17,  1916,  or  any  other  securi- 
ties the  interest  from  which  is  not  subject  to  income  tax  as 
explained  in  the  answer  to  the  16th  question,  the  interest  paid 
by  the  taxpayer  upon  the  money  so  borrowed  cannot  be  claimed 
as  a deduction,  with  this  exception : All  interest  paid  within  the 
year  may  be  so  claimed. 

61.  If  I have  a Certain  Sum  of  Money  Invested  in  a 
Farm  or  Business,  May  I Claim  as  a deduction,  Under  the 
Head  of  Interest,  an  Estimated  Amount  of  Interest  Which 
Might  have  Accrued  to  Me  had  that  Money  been  Deposited 
in  a Bank  or  Invested  in  Interest-Paying  Securities? 

No. 

62.  What  Forms  of  Taxes  Cannot  be  Claimed  as  Deduc- 
tions? 

Taxes  assessed  against  an  individual  on  property  owned  by 
him  to  pay  for  the  paving  of  a street  contiguous  to  his  prop- 
erty, the  construction  of  a sewer,  sidewalk,  etc.,  the  sprinkling 
or  oiling  of  a street  in  front  of  his  home,  the  construction  of 
levees  to  protect,  or  ditches  to  drain,  property  owned  by  him, 
cannot  be  claimed  as  deductions.  In  short,  such  taxes  as  are 
not  general  in  nature  and  are  levied  on  account  of  some  work 
or  privilege  the  benefit  of  which  accrues  to  a limited  number 
of  property  owners,  of  which  the  taxpayer  is  one,  are  not 
allowable  deductions. 

63.  If  I Pay  any  Amount  of  Personal  Income  Tax  for 
the  Year  1917,  May  I Claim  that  Amount  as  a Deduction  for 
the  Year  1918? 

No.  The  Income  Tax  Law  states  that  income  taxes  are 
not  allowable  as  deductions. 
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64.  In  1916  I Bought  Certain  Stocks  and  Bonds  for 
$5,000,  and  in  1917  the  Value  of  These  Securities  Dropped 
to  $4,000.  May  I Claim  the  Difference  of  $1,000  as  a Loss 
in  Computing  My  Income  Tax  Liability? 

No.  Under  the  provisions  of  the  fourth  and  fifth  para- 
graphs of  Section  5 of  the  Act  of  September  8,  1916,  quoted 
in  the  answer  to  the  45th  question,  only  such  losses  as  have 
actually  been  sustained  during  the  year  can  be  claimed ; that 
is,  the  loss  must  have  resulted  from  a completed  and  closed 
transaction.  In  your  case  you  still  own  the  securities.  They 
may  go  up  in  value  during  1918,  and  until  they  are  sold  or 
otherwise  disposed  of  you  are  unable  to  determine  whether 
you  will  suffer  a loss  or  derive  a gain  from  your  investment. 
In  other  words,  no  account  is  to  be  taken,  for  income  tax  pur- 
poses, of  fluctuations  in  the  market  value  or  arbitrary  changes 
in  the  book  value  of  securities  or  other  property. 

65.  John  Doe,  While  Driving  an  Automobile,  Ran  Down 
and  Injured  Another  Person.  He  Either  Paid  Over  a Cer- 
tain Sum,  or  Paid  a Judgment  Rendered  Against  Him,  in 
Settlement  of  the  Injury  Done.  Can  He  Claim  the  Amount 
so  Paid  as  a Loss? 

No.  It  was  not  a loss  which  was  incurred  in  the  conduct 
of  his  business  or  trade,  or  which  resulted  from  a transaction 
entered  into  for  profit. 

66.  How  am  I to  Determine  what  Amount  of  Loss,  Re- 
sulting from  a Sale  of  Property,  is  Allowable  as  a Deduc- 
tion? 

The  same  method  of  computation  should  be  followed  as  is 
outlined  in  the  answer  to  the  23rd  question.  If  the  result  is  a 
loss  instead  of  a gain,  that  loss  may  be  claimed  as  a deduc- 
tion, if  it  was  connected  with  your  regular  business  or  trade, 
or  during  the  same  year  you  derived  gains  from  other  trans- 
actions entered  into  for  profit  but  not  connected  with  your 
regular  business  or  trade  in  excess  of  the  amount  of  your  loss. 

67.  What  is  the  Difference  Between  the  Losses  Allow- 
able as  Deductions  under  the  Provisions  of  the  Fourth  Para- 
graph of  Section  5 of  the  Act  of  September  1916,  and 
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Those  Allowable  under  the  Provisions  of  the  Fifth  Para- 
graph, same  Section? 

Losses,  for  income  tax  purposes,  are  divided  into  two 
classes:  (a)  those  incurred  in  business  or  trade  and  ( b ) those 
resulting  from  transactions  entered  into  for  profit  but  not  con- 
nected with  the  taxpayer’s  regular  business  or  trade. 

For  example : “A”  is  regularly  engaged  in  buying  improved 
or  unimproved  real  property  with  the  intention  of  selling  the 
same  as  early  as  possible  at  a profit.  In  one  or  more  instances 
the  property  purchased  may  be  sold  at  a loss,  and  that  loss 
may  be  claimed  by  him  as  a deduction  under  the  provisions  of 
the  fourth  paragraph  for  the  reason  that  he  is  regularly  engaged 
in  buying  and  selling  real  estate.  Now,  “B”  buys  a home  or, 
perhaps,  he  buys  two  or  three  pieces  of  property  in  the  course 
of  several  years.  He  is  not  regularly  engaged  in  buying  and 
selling  real  estate  and,  therefore  any  loss  he  may  sufifer 
through  such  a transaction  can  only  be  claimed  by  him  as  a 
deduction  under  the  provisions  of  the  fifth  paragraph  of  Sec- 
tion 5 ; that  is,  only  so  much  of  his  losses  as  does  not  exceed 
the  amount  of  gain  or  profit  derived  during  the  same  year  from 
other  transactions  entered  into  for  profit  but  not  connected  with 
his  regular  business  or  trade  can  be  claimed.  If  “B”,  in  1917, 
sold  one  property  at  a loss  of  $2,000  and  another  property  at 
a gain  of  $1,000,  he  must  report  the  gain  of  $1,000  under  Gross 
Income,  and  can  claim  only  that  amount  as  a loss. 

This  same  rule  is  applicable  in  the  case  of  losses  arising 
from  purchases  and  sales  of  stocks  and  bonds.  If  the  taxpayer 
is  regularly  engaged  in  buying  and  selling  such  securities,  any 
loss  he  may  sufifer  may  be  claimed  under  the  provisions  of 
the  fourth  paragraph.  If  he  is  not  so  engaged  it  may  only  be 
claimed  under  the  provisions  of  the  fifth  paragraph. 

68.  In  Computing  Amount  of  Profit  or  Loss  Resulting 
from  Purchase  and  Sale  of  Securities  Which  is  to  be  Re- 
turned or  Claimed  as  a Deduction  under  the  Provisions  of 
the  Fifth  Paragraph  of  Section  5 of  the  Act  of  September  8, 
1916,  is  Interest  or  Dividends  Received  on  the  Securities 
During  the  Tax  Year  to  be  Taken  into  Consideration? 

No.  Interest  and  dividends  are  held  to  be  items  of  current 
income,  returnable  as  such,  and  they  are  not  to  be  considered 
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when  computing  the  amount  of  profit  or  loss  which  results 
from  a purchase  and  sale. 

69.  A Professional  Man  or  a Merchant  Owns  and  Oper- 
ates a “Fancy  Stock  Farm”.  The  Expenses  of  Operation 
Exceed  the  Gross  Receipts.  Can  the  Difference  be  Claimed 
as  a Deduction  under  the  Head  of  Losses? 

No.  It  is  held  that  where  a farm  is  operated  for  purposes 
of  recreation  or  pleasure,  and  not  primarily  for  profit,  but  as 
a hobby,  that  farm  is  not  to  be  classed  as  a commercial  enter- 
prise, that  it  does  not  form  a part  of  its  owner’s  business  or 
trade  and  until  it  is  placed  upon  a profit-paying  basis  the  gross 
receipts  are  not  to  be  reported  under  Gross  Income  and  the 
expenses  are  not  to  be  claimed  as  a deduction.  This  ruling, 
of  course,  precludes  the  claiming  of  the  difference  between  the 
two  amounts  as  a loss. 

70.  Suppose  I Buy  a Farm  Which  is  Much  Run  Down, 
With  the  Intention  of  Making  It  a Profit-Paying  Property. 
To  Do  This  I am  Obliged  to  Expend  Large  Amounts  for 
Labor  in  Clearing  Away  Brush,  for  Fertilizer,  Lime,  etc.,  and 
for  Several  Years  the  Expenses  Will  Greatly  Exceed  the 
Gross  Receipts.  Can  the  Excess  of  Expenses  Over  Receipts 
for  Each  Year  be  Claimed  as  a Loss? 

No.  The  amounts  so  expended  are  held  to  be  investments 
of  capital,  the  result  of  which  is  an  improvement  or  betterment, 
and,  until  the  farm  becomes  a paying  proposition  no  portion 
of  the  gross  receipts  is  to  be  reported  as  income  and  no  portion 
of  the  expenses  can  be  claimed  as  a deduction,  either  under  the 
head  of  Business  Expenses  or  under  the  head  of  Losses. 

This  same  ruling  is  equally  applicable  in  the  case  of  a young 
orchard.  If,  after  the  farm  or  orchard  has  been  placed  upon 
a profit-paying  basis  a bad  year  follows  and  a loss  is  sustained 
during  that  year,  that  loss  may  be  claimed  as  a deduction. 

71.  If  Cattle  or  Other  Live  Stock  are  Produced  on  a Farm 
Which  I Own  or  Operate,  and  Are  Then  Lost  Through  Dis- 
ease, May  I Claim  Their  Value  at  the  Time  of  Death  as  an 
Allowable  Deduction? 
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No.  If  the  stock  which  died  was  purchased  and  the  cost 
has  not  been  claimed  in  a previous  return  as  a deduction,  that 
cost  may  be  claimed  as  a deduction  in  your  return  rendered  for 
the  year  during  which  the  loss  occurred. 

72.  If  a Crop  Which  is  Ready  to  be  Harvested,  but  Has 
Not  Been  Gathered,  or  a Crop  Which  Has  Been  Blarvested, 
but  Has  Not  Been  Sold,  is  Destroyed  by  Storm,  Flood  or 
Fire,  Can  the  Value  of  that  Crop  be  Claimed  as  a Deduction? 

No.  It  is  understood,  of  course,  that  the  actual  cost  of 
producing  or  harvesting  a crop  which  has  been  so  destroyed 
may  be  claimed  as  a deduction  under  the  head  of  ‘Business 
Expense. 

73.  What  Conditions  are  Necessary  in  Order  that  a Debt 
May  be  Claimed  as  a Deduction? 

It  must  be  (a)  a bona  fide  debt,  (b)  definitely  ascertained 
to  be  worthless  and  uncollectible  during  the  year  for  which  the 
deduction  is  claimed,  and  (c)  if  books  are  kept  it  must  be 
charged  off  within  the  year  for  which  the  deduction  is  claimed 
and  no  longer  considered  an  asset  or  carried  as  such  on  the 
books. 

74.  In  1917  a Corporation,  or  a Firm  to  Which  I Had 
Loaned  Money  Became  Bankrupt.  Can  This  Debt  be  Con- 
sidered Absolutely  Worthless  and  Claimed  as  a Deduction 

for  1917? 

No,  unless  the  affairs  of  the  debtor  have  been  finally  ad- 
justed,  its  assets  sold  for  the  benefit  of,  or  distributed  to,  its 
creditors,  and  its  receiver  in  bankruptcy  discharged.  If  all  this 
has  occurred  during  the  year  1917  so  much  of  the  debt  as  re- 
mains unpaid  after  the  receiver  is  discharged  may  be  claimed 
as  a deduction  for  the  year  1917. 

75.  Is  it  Absolutely  Necessary  that  the  Debtor  Corpora- 
tion, or  Firm,  Mentioned  in  the  74th  Inquiry  be  Declared  a 
Bankrupt  and  Its  Receiver  Discharged  Before  I Can  Claim 
a Deduction  on  Account  of  the  Debt  in  Question? 

No.  If  the  debtor  corporation  has  no  assets  whatsoever, 
and  it  is  definitely  known  that  nothing  whatsoever  can  be  col- 
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lected  from  debtor  itself  or  any  person  connected  with  it,  a 
creditor  need  not  go  to  the  expense  of  instituting  bankruptcy 
proceedings  in  order  to  establish  his  right  to  claim  the  worth- 
less debt  as  a deduction. 

76.  “A”  Endorses  a Note  for  “B”.  The  Latter  Has  Since 
Departed  for  Parts  Unknown  and  the  Note  Became  Due  in 
1917,  and  “A”  Was  Required  to  Make  Good  His  Endorse- 
ment. Can  He  Now  Claim  as  a Deduction  the  Amount  Paid 
by  Him  to  the  Creditor? 

Yes.  If  he  has  no  knowledge  of  ‘‘'BY’  present  whereabouts 
and  has  good  reason  to  believe  that  he  is  possessed  of  no  assets 
and  that  it  is  his  intention  never  to  make  payment  of  it,  the 
amount  so  paid  by  “ A ” may  be  considered  a bad  debt  due  him 
from  “B”. 

77.  If,  on  Account  of  Friendship,  or  Relationship,  I 
Advanced  a Certain  Sum  to  Assist  a Needy  Friend,  or  Rela- 
tive, and  at  the  Time  Such  Advance  Was  Made  I Had  Little 
or  No  Reason  to  Expect  that  the  Amount  so  Advanced 
Would  Ever  be  Returned,  May  I Now  Claim  a Deduction 
to  Cover  Such  Advance? 

No.  Such  an  advance,  partaking,  as  it  does,  somewhat  of 
the  nature  of  a philanthropic  donation  or  a good  will  offering, 
is  not  held  to  constitute  a bona  fide  debt. 

78.  In  Rendering  My  1914  Return  I Claimed  a Deduction 
to  Cover  a Debt  I Then  Believed  to  be  Absolutely  Worthless. 
In  1917  the  Debtor  Has  Discharged  Part  of  His  Obligations. 
How  Should  I Treat  this  Payment  for  Income  Tax  Purposes? 

Consider  it  as  an  item  of  income  and  include  this  amount 
under  Gross  Income  in  your  1917  return. 

79.  A Professional  Man  Earned  a Fee  in  1916.  As  He 
Keeps  No  Books  He  Reports  His  Income  for  Tax  Purposes 
on  an  Actual  Receipt  Basis.  As  This  Fee  Has  Never  Been 
Reported  as  Income,  Can  It  be  Claimed  as  a Deduction,  if 
Collection  Cannot  be  Made? 

No,  never  having  been  returned  as  income  it  cannot  be 
claimed  as  a deduction. 
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DEPRECIATION 


80.  At  What  Rates  May  Depreciation  be  Claimed  and 
Under  What  Conditions? 

As  the  rate  at  which  depreciation  may  be  claimed  is  depend- 
ent, in  a greater  or  less  extent,  upon  local  conditions,  the  use 
to  which  the  property  is  put,  and  its  probable  lifetime  under 
normal  business  conditions,  no  specific  rates  at  which  it  may  be 
claimed  have  ever  been  established.  The  Law  states  that  a 
“reasonable  allowance”  may  be  claimed  and  it  is  for  the  tax- 
payer to  determine  what  constitutes  a “reasonable  allowance”. 
To  compute  the  amount  which  may  be  claimed,  a taxpayer 
should  determine  the  probable  lifetime  of  the  property,  then 
divide  its  cost  to  him  by  the  number  of  years  it  will  be  usable 
in  a business  in  which  employed,  and  the  result  thus  obtained 
will  represent  the  amount  which  may  be  claimed  each  year  as 
a deduction,  e.  g.,  a frame  building,  the  probable  lifetime  of 
which,  without  repair  or  replacement,  is  25  years,  cost  $5,000. 
Divide  $5,000  by  25,  and  claim  $200  each  year  as  depreciation. 

While  each  taxpayer  must  determine  the  probable  lifetime 
of  his  property  without  regard  to  the  following  figures,  it  has 
been  estimated  that  the  average  usable  lifetime  of  a frame  build- 
ing is  25  years,  a brick  building  35  years ; a stone  building  or 
a steel  and  concrete  building,  50  to  100  years.  The  estimated  . 
lifetime  of  ordinary  machinery  is  ten  years,  that  of  automobiles 
used  for  business  or  farm  purposes  and  farm  tractors,  four  to 
five  years. 

If  a taxpayer  wishes  to  claim  the  full  amount  of  deprecia- 
tion estimated  to  have  occurred  in  the  value  of  a building,  or 
Gther  property,  used  for  business  or  trade  purposes,  he  may  do 
so,  but  this  precludes  his  claiming  a deduction  to  cover  any 
amount  expended  during  the  same  year  in  making  repairs.  If 
he  wishes  to  claim  a deduction  on  account  of  repairs,  their  cost 
must  be  deducted  from  the  full  amount  of  depreciation,  and  the 
balance  may  then  be  claimed  as  a deduction  under  the  heading 
of  Depreciation,  that  is,  if  the  taxpayer  expends  $100  in 
making  repairs  to  a building  which  will  depreciate  in  value  $200 
during  the  calendar  year,  he  may  claim  $100  as  a business 
expense  and  $100  as  depreciation,  or  he  may  claim  $200  as 
depreciation  and  nothing  for  repairs.  In  short,  the  aggregate 
deductions  claimed  on  account  of  repairs  and  depreciation  must 
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not  exceed  the  full  amount  of  depreciation  estimated  to  have 

occurred. 

In  claiming  depreciation  the  following  fundamental  prin- 
ciples must  be  taken  into  consideration: 

( a ) Only  such  depreciation  as  results  from  exhaus- 
tion, wear  and  tear  of  property,  arising  out  of  its  use 
or  employment  in  business  or  trade,  can  be  claimed. 
Depreciation  in  the  value  of  a home  or  any  article  of 
property,  such  as  automobiles,  used  for  personal  pleasure 
or  convenience,  cannot  be  claimed ; the  property  must  be 
used  for  the  purpose  of  producing  income. 

(b)  Depreciation  other  than  that  arising  from  wear 
and  tear,  such  as  a lessening  of  values  due  to  changes 
in  the  social  or  business  conditions  in  the  neighborhood 
in  which  a property  is  located,  changes  of  street  grade, 
or  fluctuations  in  market  values,  etc.,  cannot  be  claimed. 

(c)  Depreciation  in  the  value  of  land,  whether  im- 
proved or  unimproved,  due  to  erosion,  exhaustion,  or 
any  other  cause  cannot  be  claimed. 

(d)  Where  the  value  of  a piece  of  machinery  or  any 
other  asset  is  lessened  by  reason  of  the  production  of  an 
improved  machine  or  article,  that  depreciation  cannot  be 
claimed,  as  it  does  not  result  from  exhaustion,  wear  and 
tear. 

( e ) Where,  in  the  course  of  years,  the  owner  of 
property  has  claimed  its  full  cost  as  depreciation  in  his 
income  tax  returns,  no  further  claim  will  be  allowed. 

81.  A Store,  or  Other  Building,  Has  Outlived  its  Use- 
fulness: the  Owner  Tears  it  Down  to  Make  Room  for  a 
Building  of  an  Improved  Type.  Can  the  Value  of  the  Old 
Building  at  the  Time  of  Destruction  be  Claimed  as  Depre- 
ciation or  as  a Loss? 

No.  Losses  due  to  the  voluntarv  removal  or  destruction  of 

j 

buildings,  etc.,  incident  to  improvements  are  either  a proper 
charge  to  the  cost  of  new  additions  or  to  depreciation  already 
provided,  as  the  facts  may  indicate,  but  in  no  case  is  it  a proper 
deduction  in  determining  net  income.  If,  however,  a building 
is  destroyed  prior  to  the  close  of  its  lifetime,  as  estimated  for 
the  purpose  of  making  depreciation  charges,  that  portion  of  its 
cost  which  is  properly  chargeable  to  the  period  it  might  have 
remained  in  a usable  condition,  may  be  considered  a part  of  the 
cost  of  the  new  building  when  computing  the  amount  of  the 
gain  or  profit  derived  from  a sale  of  the  latter. 
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82.  If  the  Authorities  of  a Municipality  Declare  that  a 
Building  is  Unsanitary,  or  Unsafe  for  the  Purposes  to  Which 
Put,  and  its  Destruction  is  Ordered,  Can  the  Losses  Sus- 
tained by  the  Owner  be  Claimed  as  a Deduction? 

No,  neither  as  a loss  nor  as  depreciation. 

83.  I Bought  a Patent  for  $5,000  Which,  Under  the  Pat- 
ent Laws  of  the  United  States,  Had  Five  Years  yet  to  Run. 
As  the  Value  of  This  Patent  Depreciates  Each  Year  on  Ac- 
count of  the  Exhaustion  of  the  Patent  Period,  May  a Deduc- 
tion be  Claimed? 

Yes.  The  cost  of  the  patent  divided  by  the  number  of  years 
it  has  yet  to  run,  yields  an  amount  which  may  be  claimed  each 
year  as  depreciation.  In  your  case  this  amount  is  $1,000. 

84.  I Understand  That  Depreciation  in  the  Value  of 
Articles  for  Personal  Use  Cannot  be  Claimed  as  a Deduction. 
However,  as  Actors  and  Actresses  are  Often  Required  to  Fur- 
nish Their  Own  Wardrobes,  Does  Not  the  Depreciation  in  the 
Value  of  Such  Property  Constitute  an  Allowable  Deduction? 

If  costumes  purchased  by  members  of  the  theatrical  pro- 
fession are  used  exclusively  for  the  production  of  a play  and 
are  not  adapted  for  occasional  personal  use,  and  are  not  so 
used,  a deduction  may  be  claimed  on  account  of  such  deprecia- 
tion in  their  value  as  occurs  during  the  year  on  account  of 
wear  and  tear  arising  from  their  use  in  the  production  of  the 
play  or  from  their  becoming  obsolete  at  the  close  of  the 
production. 


DEPLETION 

85.  Under  What  Conditions  and  at  What  Rates  May  De- 
pletion Due  to  the  Removal  of  a Natural  Product  from  Oil  or 
Gas  Wells,  Mines,  Quarries,  etc.,  be  Claimed? 

Paragraph  8 of  Section  5 of  the  Act  of  September  8,  1916, 
as  amended  by  the  War  Revenue  Act  of  October  3,  1917,  states 
how  the  amount  of  depletion  allowable  as  a deduction  is  to 
be  ascertained,  but  as  so  many  factors  are  to  be  considered 
in  computing  depletion  an  answer  which  will  be  applicable  in 
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all  cases  where  depletion  occurs  cannot  here  be  given.  Such 
factors  are  covered  in  considerable  detail  by  T.  D’s.  2446  and 
2447,  copies  of  which  may  be  obtained  from  the  Collector  of 
Internal  Revenue  for  your  district,  and  where  these  decisions 
do  not  afford  all  the  information  necessary  in  your  particular 
case,  a detailed  statement  covering  all  the  facts  and  figures  in 
your  case  should  be  forwarded  to  the  Collector,  with  a request 
for  a ruling. 

CONTRIBUTIONS  AND  GIFTS  TO  RELIGIOUS, 
CHARITABLE  AND  SCIENTIFIC  ORGANI- 
ZATIONS, ETC. 

86.  With  Reference  to  the  Ninth  Paragraph  of  Section  5 
of  the  Act  of  September  8,  1916,  as  Amended,  How  Am  I to 
Determine  to  What  Extent  Contributions  or  Gifts  Made  to 
Corporations  or  Associations,  Organized  Exclusively  for  Re- 
ligious, Charitable,  Scientific  or  Educational  Purposes,  Soci- 
eties for  the  Prevention  of  Cruelty  to  Children  or  Animals, 
May  be  Claimed  as  a Deduction? 

You  should  first  ascertain  what  your  taxable  net  income 
would  be  were  you  not  entitled  to  a deduction  on  account  of 
contributions  or  gifts  made  to  such  corporations,  associations 
or  societies,  and  then  if  the  aggregate  of  your  contributions 
and  gifts  made  during  the  year  to  such  organizations  does  not 
exceed  fifteen  per  cent,  of  your  taxable  net  income  so  computed, 
their  aggregate  amount  may  be  entered  in  the  space  provided 
therefor  under  General  Deductions  on  a personal  return 
form.  If  such  aggregate  amount  exceeds  fifteen  per  cent,  of 
your  taxable  net  income  so  computed,  the  excess  cannot  be 
claimed. 

For  example:  Your  total  taxable  net  income  amounts  to 
$20,000.  During  the  year  you  have  contributed  to  the  National 
Red  Cross  $1,000,  to  the  Young  Men’s  Christian  Association 
$1,000,  toward  the  construction  of  a new  church  $1,000,  and 
to  the  Associated  Charities  of  your  home  city  $500,  a total  of 
$3,500.  Fifteen  per  cent,  of  your  total  net  income  amounts 
to  $3,000,  therefore,  this  latter  amount  may  be  claimed  as  a 
deduction,  and  the  balance  of  your  contributions  and  gifts 
may  not  be  claimed. 
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87.  During  1917  I Contributed  $100  Toward  the  Support 
of  a Needy  Family.  May  This  Contribution  be  Claimed  as  a 
Deduction? 

Contributions  or  gifts  made  to  individuals  do  not  constitute 
allowable  deductions. 

PARTNERSHIPS 

88.  Are  Partnerships  Subject,  as  Such,  to  the  Federal 
Income  Tax  and  Required  to  Render  Annual  Income  Tax 
Returns? 

No.  Section  8 (e)  of  the  Act  of  September  8,  1916,  as 
amended  by  Section  1204  of  the  War  Revenue  Act  states  that: 

“Persons  carrying  on  business  in  partnership  shall 
be  liable  for  income  tax  only  in  their  individual  capacity, 
and  the  share  of  the  profits  of  partner  would  be  entitled 
if  the  same  were  divided,  whether  divided  or  otherwise, 
shall  be  returned  for  taxation  and  the  tax  paid  under 
the  provisions  of  this  title.” 

This  Section  further  states  how  the  distributive  share  of 
partnership  earnings  or  profits,  which  is  taxable  in  the  hands 
of  the  individual  member,  is  to  be  ascertained. 

While  annual  returns  are  not  required  of  a partnership  for 
income  tax  purposes,  the  Commissioner  of  Internal  Revenue 
or  any  district  collector  is  authorized  to  request  at  any  time 
that  a true  and  accurate  return  of  a partnership’s  earnings, 
profits  and  income  shall  be  made,  excepting  only  the  income 
which  is  exempt  from  taxation  under  the  provisions  of  Sec- 
tion 4 of  the  Act  of  September  8,  1916,  as  amended,  which 
income  is  specified  in  the  answer  to  the  16th  question.  The 
required  return  shall  set  forth  all  the  items  of  Gross  Income 
and  general  deductions,  and  the  names  and  addresses  of  the 
individuals  who  would  be  entitled  to  the  net  earnings,  profits 
or  income,  if  distributed,  and  the  distributive  share  of  each. 

It  is ‘held  that  the  income  from  a partnership  accrues  to 
the  individual  partner  at  the  time  his  distributive  interest  is 
determined  and  reducible  to  possession.  In  the  returns  of  in- 
come made  by  individuals  for  the  calendar  year,  therefore, 
there  should  be  included  such  income  accruing  from  the  busi- 
ness of  the  partnership  for  their  business  or  fiscal  year  as 
may  have  been  definitely  ascertained  by  means  of  a book 
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balance,  whether  distributed  or  not.  In  other  words  members 
of  partnerships  are  required  to  make  returns  of  income  like 
other  individuals  for  the  calendar  year,  and  should  include 
in  their  returns  the  net  proceeds  of  their  interests  in  partner- 
ship profits  ascertained  at  the  end  of  the  business  year  falling 
within  the  calendar  year  for  which  the  individual  return  is  being 
rendered. 

89.  A Partnership  was  Organized  in  July,  1913,  and  in 
1917  One  of  its  Individual  Members  Sold  his  Interest 
Therein  and  Retired.  How  is  He  to  Determine  the  Amount 
of  Gain  or  Profit  Derived  from  the  Transaction  Which  is 
Returnable  for  Income  Tax  Purposes? 

From  the  selling  price  should  be  deducted  the  amount  of 
capital  he  has  actually  invested  in  the  partnership’s  assets  and 
the  difference  reported  under  Gross  Income. 

90.  What  Forms  of  Income,  if  Any,  Are  Subject  to  With- 
holding of  Tax  at  the  Source  When  Paid  to  a Partnership? 

As  the  income  received  by  a partnership  is  not  subject  to 
income  tax  in  the  hands  of  the  partnership,  no  tax  is  to  be 
withheld  from  income  paid  to  a partnership,  either  domestic 
or  foreign. 


FIDUCIARIES 

91.  Is  the  Duly  Appointed  Guardian  of  a Minor,  or  the 
Conservator  of  an  Estate  of  an  Incompetent  Person,  Re- 
quired to  Render  Personal  Returns  for  and  in  Behalf  of  His 
Ward? 

Yes,  under  the  same  conditions  as  would  the  ward  if  com- 
petent to  act  for  himself,  and  in  so  doing  the  personal  exemp- 
tion to  which  the  ward  is  entitled  may  be  claimed. 

92.  Is  the  Duly  Appointed  Administrator  of  an  Estate 
of  a Deceased  Person,  who  Died  During  the  Tax  Year,  Re- 
quired to  Render  a Personal  Return  for  and  in  Behalf  of  the 
Deceased,  and  also  His  Estate? 

If  the  net  income  of  the  deceased  from  January  1 of  the 
year  during  which  he  died  to  the  date  of  his  death  equalled  or 
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exceeded  $1,000,  in  the  case  of  an  unmarried  person,  or  $2,000 
in  the  case  of  a married  person,  the  administrator  should  file 
a personal  return,  executed  on  Form  1040,  for  and  in  behalf 
of  the  deceased,  and  a return  executed  on  the  same  form  will 
also  be  required  of  him  for  and  in  behalf  of  the  estate,  if  it 
remains  in  process  of  administration  and  its  net  income  from 
the  date  of  the  decedent’s  death  to  December  31,  equals  or 
exceeds  $1,000. 

The  administrator  will  be  required  to  pay,  and  will  be  held 
liable  for,  any  amount  of  tax  which  may  be  assessed  against 
any  such  return  rendered  by  him. 

93.  Is  the  Trustee  Having  Charge  of  a Trust  Estate,  the 
Net  Income  of  Which  is  Regularly  Distributed  Among  the 
Beneficiaries,  Required  to  Render  a Return? 

Yes,  if  any  one  of  the  beneficiaries  is  unmarried  and  his 
or  her  distributive  interest  in  the  net  income  of  the  trust  equals 
or  exceeds  $1,000.  Yes,  also,  if  all  the  beneficiaries  are  married 
and  the  distributive  interest  of  any  one  equals  or  exceeds 
$2,000.  Otherwise,  no. 

V 

It  should  be  understood,  however,  that  this  answer  is 
applicable  only  in  a case  where  all  the  beneficiaries  are  citizens 
or  residents  of  the  United  States.  If  any  portion  of  the  net 
income  of  an  estate  or  trust  is  distributed  to  a non-resident 
alien  beneficiary  a return  is  required,  and  the  normal  income 
tax  of  2%  is  to  be  deducted  and  withheld  from  so  much  of  the 
amount  remitted  to  such  beneficiaries  as  was  not  derived  from 
dividends  or  from  the  net  earnings  or  corporations,  joint-stock 
companies,  etc.,  subject  to  a like  tax,  or  has  been  subject  to  the 
withholding  of  the  normal  tax  at  the  source. 

94.  In  a Case  Where  an  Estate  is  in  Process  of  Adminis- 
tration and  the  Fiduciary  Renders  Returns  Covering  the  In- 
come and  Deductions  of  the  Estate,  and  Pays  the  Amount  of 
Normal  and  Additional  Tax  Assessed  Thereon,  Will  the  Net 
Income  be  Subject  to  Tax  in  the  Hands  of  the  Beneficiaries 
When  Received  by  Them? 

No.  The  estate  during  administration  is  held  to  be  a tax- 
able entity ; the  fiduciary  having  it  in  charge  is  required  to 
render  returns  and  pay  the  taxes  assessed  thereon,  and  these 
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taxes  having  once  been  paid,  such  income  is  exempt  from  tax 
in  the  hands  of  the  beneficiaries  who  receive  the  same. 

95.  Is  Any  Other  than  a Return  of  Income  Required  of 
a Fiduciary? 

Yes.  Fiduciaries  come  within  the  provisions  of  Section  28 
of  the  Act  of  September  8,  1916,  as  amended  by  Section  1211 
of  the  War  Revenue  Act,  and  will  be  required  to  render  to  the 
Commissioner  of  Internal  Revenue  a return  of  information,  if, 
during  the  tax  year,  any  income  has  been  paid  to  an  individual, 
partnership,  corporation,  joint-stock  company,  etc.,  equal  to, 
or  in  excess  of,  $800. 

96.  Is  a Fiduciary  Required  to  Deduct  and  Withhold  at 
the  Source  Any  Amount  of  Normal  Income  Tax? 

Yes.  If  any  distribution  or  payment  of  fixed  or  determin- 
able gain,  profit  or  income  is  made  to  a non-resident  alien 
individual  2%  is  to  be  deducted  and  withheld. 

97.  Is  an  Ancillary  Administrator  Required  to  Render 
Income  Tax  Returns  Covering  Income  Received  by  Him? 

An  ancillary  administrator  is  held  to  be  merely  the  agent 
of  the  domiciliary  administrator.  The  former  should  transmit 
to  the  latter  all  information  as  to  income  received  by  him  in 
order  that  the  domiciliary  administrator  may  make  a return 
covering  the  entire  income  of  the  estate. 

98.  Have  the  Beneficiaries  of  an  Estate  or  Trust  a Right 
to  Inspect  Income  Tax  Returns  Rendered  by  a Fiduciary 
Covering  the  Income  of  the  Estate  or  Trust  in  Which  They 
are  Interested? 

An  executor,  administrator  or  trustee  acts  for  his  principal, 
and  not  for  the  beneficiaries  of  the  estate  of  his  principal; 
therefore,  beneficiaries  are  not  entitled,  as  such,  to  an  inspec- 
tion of  returns  of  income  filed  by  such  a fiduciary. 

99.  Who  is  Liable  for  Payment  of  the  Tax  Assessed 
Against  the  Net  Income  of  an  Estate  or  Trust? 

Liability  for  payment  of  the  income  tax  attaches  to  the 
person  of  the  fiduciary  up  to  and  including  the  date  of  his 
discharge. 
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100.  I Act  as  Trustee  of  a Trust  Estate.  A Part  of  the 
Net  Income  Which  Accrues  to  the  Trust  is  Retained  and 
Becomes  a Part  of  the  Corpus  of  the  Trust  Estate.  Am  I 
Required  to  Render  a Return  For,  and  in  Behalf  of,  the  Trust 
Other  Than  the  Fiduciary  Return  Required  of  Me? 

If  the  trust  itself  is  named  as  a beneficiary  and  the  amount 
of  net  income  which  accrues  to  it,  as  a beneficiary,  equals  or 
exceeds  $1,000,  a return  executed  on  Form  1040,  for  and  in 
behalf  of  the  trust,  in  addition  to  the  return  executed  on  Form 
1041,  is  required. 

101.  May  an  Executor  or  Administrator  Render  His 
Fiduciary  Returns  Prior  to  the  Close  of  the  Calendar  Year 
in  a Case  Where  the  Estate  is  Finally  Distributed  and  He  is 
Discharged  From,  and  Relieved  of,  His  Trust  During  that 
Year? 

An  administrator  or  executor  may,  immediately  after  his 
discharge  upon  final  accounting,  file  with  the  proper  Collector 
of  Internal  Revenue  a return  covering  the  income  and  deduc- 
tions of  the  estate  for  the  period  January  1,  to  the  date  of  his 
discharge.  To  such  a return  there  should  be  attached  a cer- 
tificate, under  seal,  setting  forth  the  fact  of  the  final  account- 
ing and  discharge  of  the  administrator  or  executor,  and  the  tax 
assessed  against  that  return  may  be  paid  immediately  after 
receipt,  from  the  Collector,  of  a notice  of  the  amount  assessed 
and  a demand  therefor.  It  should  be  understood,  however, 
that  if  upon  an  audit  of  that  return  a further  assessment  of 
tax  is  made,  the  administrator  or  executor  will  be  held  liable 
for  its  proper  payment. 

WITHHOLDING  OF  TAX 

102.  At  What  Rates  and  From  What  Income  is  the  Nor- 
mal Income  Tax  Now  to  be  Deducted  and  Withheld  at  the 
Source? 

All  persons,  corporations,  partnerships,  associations  or  insur- 
ance companies  paying  any  amount  of  fixed  or  determinable 
gain,  profit  or  income,  other  than  that  paid  as  dividends  on  the 
capital  stock  or  from  the  net  earnings,  profits  or  income  of  cor- 
porations, joint-stock  companies,  etc.,  subject  to  a like  tax,  to 
a non-resident  alien  individual  is  required  to  deduct  and  with- 
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hold  normal  tax  at  the  rate  of  two  per  cent  from  the  entire 
amount  paid. 

Normal  income  tax  at  the  rate  of  six  per  cent  is  to  be  with- 
held from  all  payments  of  interest  upon  bonds,  mortgages,  deeds 
of  trust,  or  other  similar  obligations  of  domestic  or  other  resi- 
dent corporations,  joint-stock  companies,  associations  or  insur- 
ance companies,  when  paid  to  foreign  corporations,  joint-stock 
companies,  associations  or  insurance  companies  having  no  office 
or  place  of  business  in  the  United  States. 

When  dividends  are  paid  upon  the  capital  stock  or  from  the 
net  earnings  of  domestic  or  other  resident  corporations,  joint- 
stock  companies,  associations  or  insurance  companies,  to  foreign 
corporations,  joint-stock  companies,  etc.,  having  no  office  or 
place  of  business  in  the  United  States,  normal  tax  at  the  rate  of 
two  per  cent  is  to  be  withheld. 

No  amount  of  tax  is  to  be  withheld  from  any  payment  of 
income  made  to  a partnership,  whether  domestic  or  foreign. 

The  normal  income  tax  is  not  to  be  deducted  and  withheld 
from  any  payment  of  income  made  to  a citizen  or  resident  of 
the  United  States  except  when  derived  from  a bond,  mortgage 
or  other  obligation  issued  by  a domestic  or  resident  corpora- 
tion, which  contains  a contract  or  provision  by  which  the  obligor 
agrees  to  pay  any  portion  of  the  tax  imposed  by  the  Federal 
Income  Tax  Law  upon  the  obligee,  or  to  reimburse  the  obligee 
tor  any  portion  of  the  tax  which  the  obligor  may  be  required 
or  permitted  to  pay  thereon,  or  to  retain  therefrom,  under  any 
law  of  the  United  States.  That  is,  if  interest  is  paid  upon  any 
obligation  of  a domestic  or  resident  corporation,  joint-stock 
company,  etc.,  which  contains  a so-called  “tax-free”  or  “no 
deduction”  clause  to  a citizen  or  resident  of  the  United  States 
normal  tax  at  the  rate  of  two  per  cent  is  to  be  withheld,  unless 
personal  exemption  is  claimed  and  then  only  from  the  amount 
paid  in  excess  of  the  exemption  claimed. 

A State,  county,  municipality  or  any  other  political  sub- 
division of  a State  is  not  required  to  withhold  any  amount  of 
income  tax  from  interest  which  it  may  pay  upon  its  own  obliga- 
tions, even  though  such  interest  is  paid  to  non-resident  alien 
individuals  or  foreign  corporations. 

103.  Is  a Corporation  Required  to  Actually  Deduct  and 
Withhold  the  Normal  Income  Tax  from  the  Amounts  of  In- 
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terest  it  Pays  on  Bonds  Which  Contain  a So-Called  “Tax- 
Free”  or  “No  Deduction”  Clause;  or  may  it  Pay  that  Inter- 
est in  Full  and  Hold  Itself  Liable  for  Payment  of  the  Tax 
from  its  Own  Funds? 

The  stipulation  in  the  bonds  of  a corporation  whereby  the 
tax  which  may  be  assessed  against  them,  or  the  income  there- 
from, is  guaranteed,  is  held  to  be  a contract  wholly  between  the 
corporation  and  the  bondholder.  The  debtor  corporation  will 
be  held  liable  for  the  amount  of  tax  due,  whether  that  tax 
is  actually  deducted  and  withheld,  or  the  interest  paid  in  full 
and  responsibility  for  payment  of  the  tax  assumed  by  the 
corporation. 

104.  How  may  a Citizen  or  Resident  of  the  United 
States  Secure  the  Benefit  of  Personal  Exemption  To 
Which  He  is  Entitled  When  Receiving  a Payment  of  In- 
terest on  Bonds  Containing  a So-Called  “Tax-Free”  or  “No 
Deduction”  Clause? 

By  attaching  to  the  interest  coupons  an  income  tax  exemp- 
tion certificate  and  claiming  thereon  the  amount  of  exemption 
desired.  The  amount  of  personal  exemption  claimed  on  such 
certificates  during  any  one  calendar  year  is  not  to  exceed  the 
total  amount  of  personal  exemption  to  which  he  is  entitled. 


RELEASE  OF  TAX  HERETOFORE  BUT  NOT  NOW 

REQUIRED  TO  BE  WITHHELD. 

105.  Will  I be  Required  to  Make  a Return  of,  and  be 
Held  Liable  for,  the  Amount  of  Normal  Tax  Which  I De- 
ducted and  Withheld  During  the  Year  1917,  Prior  to  the 
Passage  of  the  War  Revenue  Act  of  October  3,  1917,  from 
Income  Paid  to  Citizens  or  Residents  of  the  United  States? 

No. . Section  1212  of  the  Act  of  October  3,  1917,  provides 
that  any  amount  heretofore  withheld  by  any  withholding  agent, 
as  required  by  Title  I of  the  Act  of  September  8,  1916,  on 
account  of  the  tax  imposed  upon  the  irlcome  of  any  individual, 
a citizen  or  resident  of  the  United  States,  for  the  calendar 
year  of  1917,  except  that  withheld  from  interest  paid  on  bonds 
containing  a “tax-free”  or  “no  deduction”  clause,  shall  be  re- 
leased and  paid  over  to  such  individual. 
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Therefore,  any  amount  of  normal  tax  withheld  during  the 
year  1917  from  income  paid  to  a citizen  or  resident  of  the 
United  States,  except  interest  on  bonds  and  mortgages  or  deeds 
of  trust,  or  other  similar  obligations  of  corporations,  joint- 
stock  companies,  etc.,  containing  a so-called  “tax-free"  or  “no 
deduction”  clause,  may  now  be  released  and  paid  over  to  such 
individual  and  no  return  or  payment  of  such  tax  will  be  required 
from  the  withholding  agent. 

RETURN  AND  PAYMENT  OF  TAX  WITHHELD  AT 

THE  SOURCE 

106.  How  is  Tax  Withheld  at  the  Source  to  be  Returned 
and  Paid? 

Debtor  corporations  withholding  any  amount  of  income  tax 
from  interest  on  “tax-free"  obligations  paid  to  citizens  or  resi- 
dents of  the  United  States,  are  required  to  report  such  payments 
on  the  prescribed  Form  to  the  Collectors  for  their  Districts 
within  twenty  days  after  the  close  of  the  month  during  which 
the  tax  was  withheld.  This  ruling  is  also  applicable  to  any 
payments  of  interest  made  on  corporate  obligations,  whether 
“tax-free”  or  not,  made  to  non-resident  alien  individuals,  foreign 
corporations,  joint-stock  companies,  etc.,  having  no  office  or 
place  of  business  in  the  United  States. 

A return  of  the  amount  of  tax  withheld  from  payments  of 
fixed  and  determinable  gains,  profits  or  income  made  to  non- 
resident alien  individuals,  other  than  interest  on  corporate 
obligations,  by  individuals,  citizens  or  residents  of  the  United 
States,  domestic  or  resident  corporations,  joint-stock  com- 
panies, etc.,  is  not  required  until  after  the  close  of  the  year 
during  which  the  tax  was  withheld,  but  such  returns  are  not 
to  be  filed  later  than  March  1 of  the  next  succeeding  year. 

The  amount  of  tax  assessed  against  such  withholding  returns 
as  are  rendered  is  to  be  paid  by  the  withholding  agent  to  the 
Collector  of  Internal  Revenue  for  his  district,  after  receipt 
from  the  collector  of  a notice  of  the  amount  assessed  and 
demand  therefor. 
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RETURNS  OF  INFORMATION 


107.  From  Whom  are  Returns  of  Information  Required? 

Section  26.  Act  of  September  8,  1916,  as  amended,  pro- 
vides that  every  corporation,  joint-stock  company  or  associa- 
tion or  insurance  company  subject  to  the  Federal  Income  Tax 
on  its  own  income,  shall,  when  required  by  the  Commissioner 
of  Internal  Revenue,  render  a correct  return,  duly  verified  under 
oath,  of  its  payments  of  dividends,  whether  made  in  cash  or 
its  equivalent  or  in  stock,  which  return  shall  give  the  names 
and  addresses  of  the  stockholders,  the  number  of  shares  owned 
by  each,  the  aggregate  amount  of  dividends  received  by  each, 
and  the  tax  years  and  the  applicable  amounts  in  which  such 
dividends  were  earned. 

Section  27,  same  Act,  provides  that  every  person,  corpora- 
tion, partnership  or  association,  doing  business  as  a broker  on 
any  exchange  or  board  of  trade  or  other  similar  place  of  busi- 
ness shall,  when  required  by  the  Commissioner  of  Internal 
Revenue,  render  a correct  return,  duly  verified  under  oath, 
showing  the  names  and  addresses  of  customers  for  whom  any 
business  has  been  transacted,  with  such  details  as  to  profits, 
losses  or  other  information  which  the  Commissioner  of  Internal 
Revenue  may  require  to  enable  him  to  determine  whether  all 
income  tax  due  on  profits  or  gains  of  such  customers  has  been 
paid. 

Section  28,  same  Act  provides  that  all  persons,  corporations, 
partnerships,  associations  and  insurance  companies,  making  a 
payment  to  any  person,  corporation,  partnership,  association 
or  insurance  company,  of  interest,  rent,  salaries,  wages,  pre- 
miums or  other  items  of  fixed  and  determinable  gains,  profits 
and  income  (other  than  dividends  on  stocks  or  gains  or  profits 
derived  from  transactions  on  any  exchange  or  board  of  trade, 
or  other  similar  place  of  business)  of  $800  dollars  or  more 
during  any  calendar  year,  shall  render  a true  and  accurate 
return  covering  the  payments  made,  which  return  shall  disclose 
the  names  and  addresses  of  the  recipients  of  such  payments 
and  the  aggregate  amount  paid  to  each  during  the  calendar 
year. 

Under  this  Section  returns  of  information  will  also  be 
required,  regardless  of  amounts  paid,  in  the  case  of  payments 
of  interest  upon  bonds  and  mortgages  or  deeds  of  trust  or 


42 


other  similar  obligations  of  corporations,  joint-stock  companies, 
associations  and  insurance  companies  and,  also,  in  the  case  of 
collections  of  items  (not  payable  in  the  United  States)  of 
interest  upon  the  bonds  of  foreign  countries  and  interest  upon 
bonds  and  dividends  from  the  stock  of  foreign  corporations, 
from  all  persons,  corporations,  partnerships  or  associations 
which  undertake  as  a matter  of  business  or  profit  the  collection 
of  foreign  payments  of  interest  or  dividends  by  means  of 
coupons,  checks  or  bills  of  exchange. 

Under  the  provisions  of  Section  9 of  the  Act  of  September 
8,  1916,  as  amended,  no  person,  corporation,  partnership  or 
association  can  undertake  as  a matter  of  business  or  for  profit 
the  collection  of  foreign  payments  of  interest  or  dividends  by 
means  of  coupons,  checks  or  bills  of  exchange  without  first 
obtaining  a license  from  the  Commissioner  of  Internal  Revenue, 
and  whoever  knowingly  undertakes  to  collect  such  payments, 
as  aforesaid,  without  having  obtained  a license  therefor,  or 
without  complying  with  prescribed  regulations,  shall  be  deemed 
guilty  of  a misdemeanor  and  for  each  offense  be  fined  in  a 
sum  not  exceeding  $5,000,  or  imprisoned  for  a term  not  exceed- 
ing one  year,  or  both,  in  the  discretion  of  the  court. 

The  returns  which  will  be  required  under  the  provisions  of 
Sections  26,  27  and  28  are  to  be  rendered  under  such  rules 
and  regulations  as  the  Commissioner  of  Internal  Revenue,  with 
the  approval  of  the  Secretary  of  the  Treasury,  may  prescribe, 
which  rules  and  regulations  are  now  in  course  of  preparation 
and  will  soon  be  announced. 
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Tax  Department  of  the 
National  City  Company 

It  is  the  purpose  of  this  Department  to  furnish  complete  and 
authentic  information  pertaining  to  Federal  Tax  legislation. 

As  the  complex  statutes  are  clarified  by  Treasury  regulations 
and  decisions,  it  is  our  aim  to  compile  this  information  in  sim- 
plified form  for  the  use  and  convenience  of  the  taxpayer. 

We  have  issued  since  the  enactment  of  the  Revenue  Bill  of 
October  3,  1917,  the  following  literature: 

1.  Text  of  the  Tax  Law  fully  annotated  and  indexed  for 

convenient  reference. 

2.  Analysis  of  the  Law  as  applied  to  individuals,  partner- 

ships and  corporations. 

3.  Analysis  of  the  Law  as  applied  to  non-resident  aliens  and 

corporations. 

4.  A chart  showing  the  tax  liability  upon  individual  net 

incomes  ranging  from  $2,000  to  $3,000,000. 

5.  A pamphlet  of  Examples,  showing  how  the  provisions  of 

the  Income  Tax  Law  are  specifically  applied. 

6.  Income  Tax  Primer,  giving  One  Hundred  Questions  and 

Answers  on  the  Income  Tax  Law. 


Our  Tax  Department  may  be  consulted  regarding  individual, 
partnership  and  corporation  tax  problems.  We  invite  corre- 
spondence or  a personal  interview. 


The  National  City  Company 

National  City  Bank  Building,  New  York 


CORRESPONDENT  OFFICES 


PHILADELPHIA,  PA.  BOSTON,  MASS. 

PITTSBURGH,  PA.  ALBANY,  N.  Y. 
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BALTIMORE,  MD.  CLEVELAND,  O. 
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CHICAGO,  ILL. 
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ST.  LOUIS,  MO. 
KANSAS  CITY,  MO. 
MINNEAPOLIS,  MINN. 

LONDON, 


SAN  FRANCISCO,  CAL. 
LOS  ANGELES,  CAL. 
SEATTLE,  WASH. 
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DENVER,  COLO. 
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